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CHILDREN’S ESTATE TAX DEDUCTION 


FRIDAY, JULY 10, 1959 


or REPRESENTATIVES, 
CoMMITTEE ON Ways AND Means, 
Washington, D.C. 


The committee met at 10 a.m., pursuant to recess, in the committee 
hearing room, New House Office Building, Hon. Wilbur D. Mills 
(chairman) 

The Cuarrman. The committee will please be in order. 

This morning we are conducting a hearing on the bill H.R. 7924, 
introduced by our colleague from California, the Honorable James 
Utt, to amend the Internal Revenue Code of 1954 to allow a deduc- 
tion from the gross estate for the value of property passing to 
children. 

Without objection, a copy of the bill, H.R. 7924, will be placed in the 
record at this point. 

(H.R. 7924 follows :) 


(H.R. 7924, 86th Cong., 1st sess.] 


A BILL To amend the Internal Revenue Code of 1954 to allow a deduction from the gross 
estate for the value of property passing to children 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That part IV of subchapter A of 
chapter 11 of the Internal Revenue Code of 1954 (relating to taxable estate for 
purposes of the estate tax) is amended by adding at the end thereof the fol- 
lowing new section: 


“SEC. 2057. BEQUESTS, ETC., TO SURVIVING CHILDREN. 


“(a) ALLOWANCE OF CHILDREN’s DepucTion.—For purposes of the tax im- 7 
posed by section 2001, the value of the taxable estate shall, except as limited 7 
by subsections (b), (c), and (d), be determined by deducting from the value a 
of the gross estate an amount equal to the value of any interest in property 

| which passes or has passed from the decedent to any of his surviving chil- 
| dren, but only to the extent that such interest is included in determining the 
value of the gross estate. 

“(b) LIMITATION IN THE CASE OF LIFE ESTATE OR OTHER TERMINABLE INTER- 
EST.— 

“(1) GENERAL RULE.—Where, on the lapse of time, on the occurrence of 
an event or contingency, or on the failure of an event or contingency to 
occur, an interest passing to a surviving child will terminate or fail, no 
deduction shall be allowed under this section with respect to such interest— 

“(A) if an interest in such property passes or has passed (for less 
than an adequate and full consideration in money or money’s worth) 
} from the decedent to any person other than such surviving child (or 

the estate of such child) ; and 

“(B) if by reason of such passing such person (or his heirs or as- 


signs) may possess or enjoy any part of such property after such - 
termination or failure of the interest so passing to such surviving * 
child ; 
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and no deduction shall be allowed with respect to such interest (even ig 
such deduction is not disallowed under subparagraphs (A) and (B))~— 

“(C) if such interest is to be acquired for such surviving child, pur. 
suant to directions of the decedent, by his executor or by the trustee of 
a trust. 

For purposes of this paragraph, an interest shall not be considered ag an 
interest which will terminate or fail merely because it is the ownership of 
a bond, note, or similar contractual obligation, the discharge of which 
would not have the effect of an annuity for life or for a term. 

(2) INTEREST IN UNIDENTIFIED ASSETS.—Where the assets (included in 
the decedent’s gross estate) out of which, or the proceeds of which, an 
interest passing to a surviving child may be satisfied include a particular 
asset or assets with respect to which no deduction would be allowed if such | 
asset or assets passed from the decedent to such child, then the value of | 
such interest passing to such child shall, for purposes of subsection (a), 
be reduced by the aggregate value of such particular assets. 

“(3) INTEREST OF CHILDREN CONDITIONAL ON SURVIVAL FOR LIMITED PERIOD.— 
For purposes of this subsection, an interest passing to a surviving child shall | 
not be considered as an interest which will terminate or fail on the death 
of such child if— 

“(A) such death will cause a termination or failure of such interest 
only if it occurs within a period not exceeding 6 months after the dece- 
dent’s death, or only if it occurs as a result of a common disaster result- 
ing in the death of the decedent and such surviving child, or only if 
it occurs in the case of either such event ; and 

“(B) such termination or failure does not in fact occur. 

“(4) VALUATION OF INTEREST PASSING TO A SURVIVING CHILD.—In determin- 
ing for purposes of subsection (a) the value of any interest in property 
passing to a surviving child for which a deduction is allowed by this 
section— 

“(A) there shall be taken into account the effect which the tax im- 
posed by section 2001, or any estate, succession, legacy, or inheritance 
tax, has on the net value to such surviving child of such interest; and 

“(B) where such interest or property is encumbered in any manner, 
or where such surviving child incurs any obligation imposed by the 
decedent with respect to the passing of such interest, such encumbrance 
or obligation shall be taken into account in the same manner as if the 
amount of a gift to such child of such interest were being determined, 

“(5) LIFE ESTATE WITH POWER OF APPOINTMENT IN SURVIVING CHILD.—In 
the case of an interest in property passing from the decedent, if a surviving 
child is entitled for life to all the income from the entire interest, or all the 
income from a specific portion thereof, payable annually or at more frequent 
intervals, with power in such surviving child, to appoint the entire interest, 
or such specific portion (exercisable by such surviving child in favor of such 
surviving child, or of the estate of such surviving child, or in favor of either, 
whether or not in each case the power is exercisable in favor of others), and 
with no power in any other person to appoint any part of such interest, or 
such specific portion, to any person other than such surviving child— 

“(A) the interest on such portion thereof so passing shall, for pur- 
poses of subsection (a), be considered as passing to such surviving child, 
and 

“(B) no part of the interest so passing shall, for purposes of para- 
graph (1)(A), be considered as passing to any person other than such 
surviving child. 

This paragraph shall apply only if such power in such surviving child to 
appoint the entire interest, or such specific portion thereof, whether exer- 
cisable by will or during life, is exercisable by such child alone and in all 
events. 

“(6) LIFE INSURANCE OR ANNUITY PAYMENTS WITH POWER OF APPOINTMENT 
IN SURVIVING CHILD.—In the case of an interest in property passing from the 
decedent consisting of proceeds under a life insurance, endowment, or an- 
nuity contract, if under the terms of the contract such proceeds are payable 
in installments or are held by the insurer subject to an agreement to pay 
interest thereon (whether the proceeds, on the termination of any interest 
payments, are payable in a lump sum or in annual or more frequent install- 
ments), and such installment or interest payments are payable annually 
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or at more frequent intervals, commencing not later than 13 months after 
the decendent’s death, and all amounts, or a specific portion of all such 
amounts, payable during the life of a surviving child are payable only to 
such child, and such child has the power to appoint all amounts, or such 
specific portion, payable under such contract (exercisable by such surviving 
child in favor of such surviving child, or of the estate of such surviving child, 
or in favor of either, whether or not in each case the power is exercisable 
in favor of others), with no power in any other person to appoint such 
amounts to any person other than such surviving child— 
“(A) such amounts shall, for purposes of subsection (a), be con- 
sidered as passing to such surviving child ; and 
“(B) no part of such amounts shall, for purposes of paragraph (1) 
(A), be considered as passing to any person other than such surviving 
child. 
This paragraph shall apply only if, under the terms of the contract, such 
power in such surviving child to appoint such amounts, whether exercisable 
by will or during life, is exercisable by such child alone and in all events. 
“(c) LIMITATION ON AGGREGATE OF DEDUCTIONS.— 

“(1) GENERAL RULE.—The aggregate amount of the deductions allowed 
under this section (computed without regard to this subsection) for any 
interest in property passing to any one surviving child shall not exceed 5 
per centum of the value of the adjusted gross estate, as defined in para- 
graph (2). 

““(2) COMPUTATION OF ADJUSTED GROSS ESTATE.—The adjusted gross estate 
shall, for purposes of subsection (c) (1), be computed by subtracting from 
the entire value of the gross estate the aggregate amount of the deductions 
allowed by sections 2053 and 2054, 

“(d) DIscLAIMERS.— 

“(1) By survIvING cu1_p.—If under this section an interest would, in the 
absence of a disclaimer by a surviving child, be considered as passing from 
the decedent to such child, and if a disclaimer of such interest is made by 
such child, then such interest shall, for the purposes of this section, be 
considered as passing to the person or persons entitled to receive such 
interest as a result of the disclaimer. 

“(2) By ANY OTHER PERSON.—If under this section an interest would, in 
the absence of a disclaimer by any person other than a surviving child, he 
considered as passing from the decedent to such person, and if a disclaimer 
of such interest is made by such person and as a result of such disclaimer 
a surviving child is entitled to receive such interest, then such interest shall, 
for purposes of this section, be considered as passing, not to a surviving 
child, but to the person who made the disclaimer, in the same manner as if 
the disclaimer had not been made. 

“(e) Derrnirrions.—For purposes of this section— 

“(1) An interest in property shall be considered as passing from the 
decedent to any person if and only if— 

“(A) such interest is bequeathed or devised to such person by the 
decedent ; 

“(B) such interest is inherited by such person from the decedent; 

“(C) such interest is the statutory interest of such person as a 
surviving child of the decedent ; 

“(D) such interest has been transferred to such person by the decedent 
at any time; 

“(E) such interest was, at the time of the decedent's death, held by 
such person and the decedent (or by them and any other person) in 
joint ownership with right of survivorship ; 

“(F) the decedent had a power (either alone or in conjunction with 
any person) to appoint such interest and if he appoints or has appointed 
such interest to such person, or if such person takes such interest in 
default on the release or nonexercise of such power ; or 

“(G) such interest consists of proceeds of insurance on the life of the 
decedent receivable by such person, 

“(2) Child or children shall include adopted child or adopted children 
and stepchild or stepehildren. 

“(3) A surviving spouse’s election to take against decedent’s will is not 

a disclaimer. 
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Except as provided in paragraph (5) or (6) of subsection (b), where at the 
time of the decedent’s death it is not possible to ascertain the particular person 
or persons to whom an interest in property may pass from the decedent, such 
interest shall, for purposes of subparagraphs (A) and (B) of subsection (b) 
(1), be considered as passing from the decedent to a person other than the 
surviving child.” 

Sec. 2.(a) Section 2012(a) of such Code is amended by striking out “chari- 
table and marital deduction allowed under sections 2055, 2056, and 2106 (a) 
(2)” and inserting in lieu thereof “charitable, marital, and children’s deduc- 
tions allowed under sections 2055, 2056, 2057, and 2106(a)(2)”. 

(b) Section 2012(b) (2) of such Code is amended to read as follows: 

“(2) if a deduction with respect to such gift is allowed under section 
2056(a) (relating to marital deduction) or under section 2057(a) (relat- 
ing to children’s deduction)—then (A) with respect to such gift to the 
surviving spouse, by an amount which bears the same ratio to such value 
(reduced as provided in paragraph (1) of this subsection) as the aggregate 
amount of the marital deduction allowed under section 2056(a) bears to 
the aggregate amount of such marital deduction computed without regard 
to subsection (c) thereof; and (B) with respect to such gift to a surviving 
child, by an amount which bears the same ratio to such value (reduced as 
provided in paragraph (1) of this subsection) as the aggregate amount of 
such child’s deductions allowed under section 2057(a) bears to the aggre- 
gate amount of such child’s deductions computed without regard to subsee- 
tion (c) thereof; and” 

Sec. 3. Section 2013(d)(3) of such Code is amended by inserting after 
“spouse” the following: “or a child” and by inserting after “prior law” the fol- 
lowing: “or under section 2057 (relating to children’s deduction), as the case 
may be,”. 

Sec. 4. Section 2014(c)(2) of such Code is amended by striking out “sec- 
tions 2055 and 2056 (relating to charitable and marital deductions)” and insert- 
ing in lieu thereof “sections 2055, 2056, and 2057 (relating to charitable, marital, 
and children’s deductions)”. 

Sec. 5. Section 2032(b) (2) of such Code is amended by striking out “marital 
deduction under section 2056” and inserting in lieu thereof “marital or children’s 
deductions under sections 2056 and 2057” and by striking out “surviving spouse” 
and inserting in lieu thereof “surviving spouse or to any surviving child”. 

Sec. 6. Section 2206 of such Code is amended by adding at the end thereof the 
following sentence: “In the case of such proceeds receivable by a surviving child 
of the decedent for which a deduction is allowed under section 2057 (relating to 
children’s deduction), this section shall not apply to such proceeds except as to 
the amount thereof in excess of the aggregate amount of such child’s deductions 
allowed under such section.” 

Sec. 7. Section 2207 of such Code is amended by adding at the end thereof the 
following new sentence: “In the case of such property received by a surviving 
child of the decedent for which a deduction is allowed under section 2057 (relat- 
ing to children’s deduction), this section shall not apply to such property except 
as to the value thereof reduced by an amount equal to the excess of the aggregate 
amount of such child’s deductions allowed under section 2057 over the amount 
of proceeds of insurance upon the life of the decedent receivable by such surviv- 
ing child for which proceeds a children’s deduction is allowed under such sec- 
tion.” 

Sec. 8. The table of sections for part IV of subchapter A of chapter 11 of such 
Code is amended by adding at the end thereof the following: 


“Sec. 2057. Bequests, etc., to surviving children.” 


Src. 9. The amendments made by this Act shall apply to the estates of dece- 
dents dying after the date of the enactment of this Act. 


The Carman. Our colleague from Pennsylvania, the ranking 
minority member, the Honorable Richard M. Simpson, also has legis- 
lation pending on this subject. 


Without objection, a copy of the press release announcing the hear- 
ing will be placed in the record at this point. 
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(The document referred to follows :) 


CHAIRMAN Wixsur D. MILLs, DeMocraT, OF ARKANSAS, COMMITTEE ON WAYS AND 
MEANS, House or REPRESENTATIVES, ANNOUNCES PusLIC HEazIncs To BEGIN 
7, 1959, oN SEveRAL LEGISLATIVE PROPOSALS Now PENDING BEFORE THE 


CoM MITTEE 


The Honorable Wilbur D. Mills, Democrat of Arkansas, chairman, Committee 
on Ways and Means, House of Representatives, today announced that the com- 
mittee has scheduled public hearings to begin on July 7, 1959, on several different 
legislative proposals now pending before the committee. These proposals are as 
follows : 

(1) H.R. 5, by the Honorable Hale Boggs, of Louisiana, the Foreign Invest- 
ment Incentive Act of 1959; 

(2) H.R. 4700, by the Honorable Aime J. Forand of Rhode Island, to amend 
the Social Security Act to provide insurance for the cost of hospital, nursing 
home, and surgical services for persons eligible for old-age and survivors in- 
surance benefits ; 

(3) H.R. 7361, by the Honorable Richard M. Simpson of Pennsylvania, to 
amend the Internal Revenue Code of 1954 so as to provide for nonrecognition 
of gain or loss upon certain distributions of stock made pursuant to orders en- 
forcing the antitrust laws; and 

(4) H.R. 7924, by the Honorable James B. Utt, of California, to amend the 
Internal Revenue Code to allow a deduction from the gross estate for the value of 
property passing to children. 

The hearings will also include testimony on related alternative proposals on 
the four specific matters listed above which witnesses may desire to bring to 
the attention of the committee. This testimony, however, must be limited to 
the substantive areas covered by the four bills. 

It is anticipated that the leadoff witnesses with regard to each of these sev- 
eral proposals will be from the interested Government agencies and depart- 
ments. The hearings will begin on July 7, 1959. The precise dates set aside 
for each of the several proposals will be determined after all requests are 
received and after it is determined how much time is available to the com- 
mittee for this purpose. 

. It has tentatively been decided that the order of the hearings will be as 

‘ollows : 

(1) H.R. 5, beginning July 7 and not to exceed 3 days; 

(2) H.R. 7924, July 10, and not to exceed 1 day; 

(3) H.R. 4700, beginning July 13, and not to exceed 5 days; and 

(4) H.R. 7361, beginning July 20, and not to exceed 2 days. 

It is absolutely essential that persons who may be interested in appearing 
and testifying should submit their request to Mr. Leo H. Irwin, chief counsel, 
Committee on Ways and Means, 1102 New House Office Building, Washington, 
D.C., as soon as possible and in any event not later than July 1, 1959. 

The chairman emphasized that the Committee on Ways and Means has a 
very heavy legislative schedule, and for this reason the hearings have been 
limited as to subjects and duration. With the limited time available, it will 
be necessary for all persons and groups with similar interests designate one 
spokesman to represent them at the public hearings. The time allotted each 
witness will be determined by the number of witnesses requesting to be heard 
on each subject. 

It is essential that all persons requesting to appear and testify indicate— 


(1) The general subject and tenor of their testimony ; 

(2) The amount of time required for their direct testimony; and 

(3) The name and address of the witness who will present the testimony 
for the organization or group concerned, 


in order for the staff to allot time and to properly arrange a schedule for the 
hearings. 

All persons who desire to do so may submit a written statement in lieu of a 
personal appearance. Such statements will be considered by the committee and 
also printed in the record of the hearings. It is requested that persons who 
submit such statements in lieu of a personal appearance do so by not later than 
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Except as provided in paragraph (5) or (6) of subsection (b), where at the 
time of the decedent’s death it is not possible to ascertain the particular pergop 
or persons to whom an interest in property may pass from the decedent, sug 
interest shall, for purposes of subparagraphs (A) and (B) of subsection (b) 
(1), be considered as passing from the decedent to a person other than the 
surviving child.” 

Sec. 2.(a) Section 2012(a) of such Code is amended by striking out “char. 
table and marital deduction allowed under sections 2055, 2056, and 2106 (a) 
(2)” and inserting in lieu thereof “charitable, marital, and children’s dedye. 
tions allowed under sections 2055, 2056, 2057, and 2106(a) (2)”. 

(b) Section 2012(b) (2) of such Code is amended to read as follows: 

“(2) if a deduction with respect to such gift is allowed under section 
2056(a) (relating to marital deduction) or under section 2057(a) (relat. 
ing to children’s deduction)—then (A) with respect to such gift to the 
surviving spouse, by an amount which bears the same ratio to such value 
(reduced as provided in paragraph (1) of this subsection) as the aggregate 
amount of the marital deduction allowed under section 2056(a) bears to 
the aggregate amount of such marital deduction computed without regard 
to subsection (c) thereof; and (B) with respect to such gift to a surviving 
child, by an amount which bears the same ratio to such value (reduced as 
provided in paragraph (1) of this subsection) as the aggregate amount of 
such child’s deductions allowed under section 2057(a) bears to the aggre 
gate amount of such child’s deductions computed without regard to subsec- 
tion (c) thereof; and” 

Sec. 3. Section 2013(d)(3) of such Code is amended by inserting after 
“spouse” the following: “or a child” and by inserting after “prior law” the fol- 
lowing: “or under section 2057 (relating to children’s deduction), as the case 
may be,”. 

Sec. 4. Section 2014(c)(2) of such Code is amended by striking out “sec- 
tions 2055 and 2056 (relating to charitable and marital deductions)” and insert- 
ing in lieu thereof “sections 2055, 2056, and 2057 (relating to charitable, marital, 
and children’s deductions) ”’. 

Sec. 5. Section 2032(b) (2) of such Code is amended by striking out “marital 
deduction under section 2056” and inserting in lieu thereof “marital or children’s 
deductions under sections 2056 and 2057” and by striking out “surviving spouse” 
and inserting in lieu thereof “surviving spouse or to any surviving child”. 

Sec. 6. Section 2206 of such Code is amended by adding at the end thereof the 
following sentence: “In the case of such proceeds receivable by a surviving child 
of the decedent for which a deduction is allowed under section 2057 (relating to 
children’s deduction), this section shall not apply to such proceeds except as to 
the amount thereof in excess of the aggregate amount of such child’s deductions 
allowed under such section.” : 

Sec. 7. Section 2207 of such Code is amended by adding at the end thereof the 
following new sentence: “In the case of such property received by a surviving 
child of the decedent for which a deduction is allowed under section 2057 (relat- 
ing to children’s deduction), this section shall not apply to such property except 
as to the value thereof reduced by an amount equal to the excess of the aggregate 
amount of such child’s deductions allowed under section 2057 over the amount 
of proceeds of insurance upon the life of the decedent receivable by such surviv- 
mod child for which proceeds a children’s deduction is allowed under such sec- 
tion.” 

Sec. 8. The table of sections for part IV of subchapter A of chapter 11 of such 
Code is amended by adding at the end thereof the following: 


“Sec. 2057. Bequests, etc., to surviving children.” 


Src. 9. The amendments made by this Act shall apply to the estates of dece 
dents dying after the date of the enactment of this Act. 


The CxarrMan. Our colleague from Pennsylvania, the ranking 
minority member, the Honorable Richard M. Simpson, also has legis- 
lation pending on this subject. ‘ 

Without objection, a copy of the press release announcing the hear- 
ing will be placed in the record at this point. 
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(The document referred to follows :) 


eT Son 
Lon CuairnMAN WILBUR D. MILLS, DeMocRaAT, OF ARKANSAS, COMMITTEE ON WAYS AND 
(b) Means, House OF REPRESENTATIVES, ANNOUNCES PUBLIC Hearincs To BEGIN 


Juty 7, 1959, ON SeveRAL LEGISLATIVE PRoposaALs Now PENDING BEFORE THE 

CoM MITTEE 

The Honorable Wilbur D. Mills, Democrat of Arkansas, chairman, Committee 
on Ways and Means, House of Representatives, today announced that the com- 
mittee has scheduled public hearings to begin on July 7, 1959, on several different 
legislative proposals now pending before the committee. These proposals are as 


ollows : 

elat. ; (1) H.R. 5, by the Honorable Hale Boggs, of Louisiana, the Foreign Invest- 
the ment Incentive Act of 1959; 

alue (2) H.R. 4700, by the Honorable Aime J. Forand of Rhode Island, to amend 
ate the Social Security Act to provide insurance for the cost of hospital, nursing 
8 to home, and surgical services for persons eligible for old-age and survivors in- 
ind syrance benefits ; 

ving (3) H.R. 7361, by the Honorable Richard M. Simpson of Pennsylvania, to 
1 as amend the Internal Revenue Code of 1954 so as to provide for nonrecognition 
t of of gain or loss upon certain distributions of stock made pursuant to orders en- 
Bre. forcing the antitrust laws; and 

Sec (4) H.R. 7924, by the Honorable James B. Utt, of California, to amend the 


Internal Revenue Code to allow a deduction from the gross estate for the value of 
property passing to children. 

The hearings will also include testimony on related alternative proposals on 
the four specific matters listed above which witnesses may desire to bring to 
the attention of the committee. This testimony, however, must be limited to 
the substantive areas covered by the four bills. 

It is anticipated that the leadoff witnesses with regard to each of these sev- 
eral proposals will be from the interested Government agencies and depart- 
ments. The hearings will begin on July 7, 1959. The precise dates set aside 
for each of the several proposals will be determined after all requests are 
received and after it is determined how much time is available to the com- 


e” mittee for this purpose. 
“ , Z has tentatively been decided that the order of the hearings will be as 

‘ollows : 

ld (1) H.R. 5, beginning July 7 and not to exceed 3 days; 

to (2) H.R. 7924, July 10, and not to exceed 1 day; 

to (3) H.R. 4700, beginning July 13, and not to exceed 5 days; and 
8 (4) H.R. 7361, beginning July 20, and not to exceed 2 days. 

It is absolutely essential that persons who may be interested in appearing 
1€ and testifying should submit their request to Mr. Leo H. Irwin, chief counsel, 
i Committee on Ways and Means, 1102 New House Office Building, Washington, 
t- D.C., as soon as possible and in any event not later than July 1, 1959. 

It The chairman emphasized that the Committee on Ways and Means has a 
e very heavy legislative schedule, and for this reason the hearings have been 


limited as to subjects and duration. With the limited time available, it will 
be necessary for all persons and groups with similar interests designate one 
spokesman to represent them at the public hearings. The time allotted each 
witness will be determined by the number of witnesses requesting to be heard 
on each subject. 

It is essential that all persons requesting to appear and testify indicate— 


(1) The general subject and tenor of their testimony ; 

(2) The amount of time required for their direct testimony; and 

(3) The name and address of the witness who will present the testimony 
for the organization or group concerned, 


- order for the staff to allot time and to properly arrange a schedule for the 
earings, 

All persons who desire to do so may submit a written statement in lieu of a 
personal appearance. Such statements will be considered by the committee and 
also printed in the record of the hearings. It is requested that persons who 
submit such statements in lieu of a personal appearance do so by not later than 
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July 21, 1959. A minimum of three copies of such statements shou! 


mitted. be sub The 
In accordance with the rules of the committee, persons who are schedule fy sect!" 
to be heard are requested to submit 60 copies of their prepared Statement to § prope! 
the chief counsel 24 hours in advance of their scheduled appearance. If a wit. is that 
ness desires to also make available copies of his statement to the press and s r 
interested public, an additional 50 copies should be submitted by the date of his perce’ 
appearance. provi 
Persons who submit a written statement for the record in lieu of an appearance spous 
may also provide an additional 50 copies of such statement if they desire it to The 
be made available to the press and the public. child 
The Carman. Our first witness will be Mr. Jay Glasmann, Assist. prope 
ant General Counsel, Department of the Treasury. relati 
Mr. Glasmann, we are pleased to have you with us this morning § burd 
and give us the views of the Department of the Treasury on the & dren 
pending legislation. You are recognized. unfa 
say 
STATEMENT OF JAY W. GLASMANN, ASSISTANT GENERAL COUNSEL, ov 
TREASURY DEPARTMENT ; ACCOMPANIED BY ROBERT M. WILLAN § of tl 
AND ARTHUR FEFFERNAN, TREASURY DEPARTMENT axl 
chi 
Mr. GuasMann. Thank you, Mr. Chairman. T 
I have on my left Mr. Robert M. Willan, of the legal advisory § mis 
staff, and on my right Mr. Arthur S. Feffernan, of the tax analysis J tior 
staff. ih 
The Crarrman. We are pleased to have you gentlemen accompany- § wh’ 
ing Mr. Glasmann this morning. tior 
Mr. GLasMAnn. It is a privilege to appear before this committee. § bil! 
We have been asked to testify on H.R. 7924, a bill to allow a deduc- § val 
tion from the gross estate for the value of property passing to — pr 
children. ert 
The Federal] estate tax applies to the transfer of estates of decedents, J ul 
and an estate tax return is required to be filed if the decedent’s gross — les 
estate exceeds $60,000, the specific ¢xemption allowed under existing rel 
law. Deductions from the gross estate are allowed for such items.as § ot 
funeral and administrative expenses, claims against the estate, certain in 
losses incurred during settlement of the estate, and charitable be ch 
quests. A material deduction is‘also granted for property left to’ pe 
spouse, up to one-half the adjusted gross estate. In addition, credits 01 
are granted for property previously taxed, for State death taxes, and ti 
for foreign death taxes. Present rates range from 3 percent on the 
first $5,000 of taxable estate to 77 percent on that portion of taxable ti 
estates in excess of $10 million. t 
H.R. 7924 is intended to reduce the impact of the estate tax where V 
a decedent leaves property to his children, Under present law, prop- 1 
erty passing to children is included in the estate and, after the specific t 
exemption and other deductions, is subjected to the graduated estate { 


tax rates. Under H.R. 7924, a deduction from the gross estate would 
be allowed for property left to the decedent’s children. The deduction 
for property passing to any one child would be limited to 5 percent of 
“adjusted gross estate’—that is, the decedent’s net estate before 
charitable transfers, marital deduction gifts, and the specific exemp- 
tion. Thus, if a decedent left his property to three children in equal 


shares, the deduction would amount to 15 percent of this adjusted 
gross estate. 


aa 
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The language of the bill is for the most part identical with that of 
getion 2056 of the code, which provides the marital deduction for 


ent fy property passing to a surviving spouse. The only significant difference 
a wit 5s that under the bill qualifying gifts to each child are limited to 5 
ue percent of the decedent’s adjusted gross estate rather than 50 percent as 


provided under section 2056 for property passing to a surviving 
use. 

The proposed deduction for property passing to the decedent’s 
children has two broad objectives: One is to impose a smaller tax on 
property left at death to children than on property left to other 
relatives or unrelated persons. <A second objective is to vary the tax 
burden placed on an estate depending on the number of chil- 
dren receiving the property. It is maintained that present law is 
unfair in imposing the same tax on an estate which is split up among, 
say five children, as on an estate of equal size which goes entirely 
to persons outside the decedent's family or even to a single child 
of the decedent. H.R, 7924 would change this since the total deduc- 
tions provided under the bill would increase with the number of 
children receiving the property. 

The suggestion that the Federal taxes imposed upon the trans- 
mission of property at death should take into account the rela- 
tionship of the decedent to the recipient is not entirely a new one. 
In 1935, the House of Representatives passed an inheritance tax, 
which would have taken the number of beneficiaries and their rela- 


1V- 
” tionship to the decedent into consideration in determining tax lia- 
ee, & bilities. Under this approach, instead of basing the tax on the total 
i- — value of the estate, a separate tax would have been computed for 
to — property passing to each beneficiary, based on the amount of prop- 
erty received by him. While the same progressive tax rate sched- 
is, — ule applied to the property inherited by each beneficiary, regard- 
ss — less of his relationship to the decedent, beneficiaries who were close 
ig — relatives of the decedents were to be granted larger exemptions than 
iS — other beneficiaries. ‘The exemption was $50,000 on inheritance pass- 
n ing to a spouse, child, parent, brother or sister, grandparent or grand- 
» § child. It was $10,000 for an inheritance that passed to any other 
a person. The Senate, however, rejected the proposed inheritance tax 
s on the ground that it would involve greater administrative difficul- 
d § tiesthan an estate tax. 
e H.R. 7924, while different in approach from the 1935 inheritance 
8 tax proposal, would take an important step in the same direction, 


that of having the tax liability of the transfer of property at death 
vary with the relationship of the beneficiaries to the decedent. It 
would achieve this result, however, by providing additional deductions 
— the estate tax rather than by changing over to an inheritance 

x, 

Prior to 1948, except for allowing a deduction for charitable be- 
quests, the estate tax did not take the identity of the beneficiary into 
consideration. The 1948 Revenue Act, however, provided an im- 
portant exception to this by allowing a deduction for bequests of 
qualified property to a surviving spouse up to one-half of the ad- 
justed gross estate. As previously noted, the proposed deduction 
for property passing to children provided by the bill is patterned 
after the marital deduction. 
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There appears to be merit in the principle motivating the bill tha 
pew rosie. to children should be taxed less heavily than property 
eft to collateral heirs or unrelated persons. It should be noted, hoy. 
ever, that the present estate tax law already provides some measure of 
relief with respect to property left to children in that the $60,000 spe- 
cific estate tax exemption may be applied toward property left to such 
heirs. In addition, the marital deduction, while ce to property 
left to a surviving spouse, frequently tends to benefit the children of 
the decedent. This deduction, for example, makes its possible for 4 
decedent to leave a specified amount of property to his spouse and to 
ass on the tax savings resulting from it to his children in the form of 
arger bequests. While it is true that the specific exemption and the 
marital deduction give no special recognition to property passing to 
children, in practical effect these provisions in most cases eventually 
give some benefit to the decedent’s children. It will be recalled that 
the marital deduction was adopted in 1948 in larger measure to give 
spouses in noncommunity property States equal treatment with spouses 
in community property States. 

While the principle of granting specific relief for property passing 
at death to children ei seem to merit consideration, the particular 
method of providing such relief proposed by the bill raises problems. 
The proposed deduction amounting up to 5 percent of the adjusted 
gross estate for property left to aa child would result in the passing 
of a considerable amount of property from one generation to the next 
without the payment of any estate tax. This is because the deduction 
under the bill would completely eliminate such property from the tax 
base. In this respect, HR. 7924 goes beyond the usual State inherit- 
ance tax. The latter, while recognizing the principle that property 
passing to a child should be taxed less heavily than property passing 
to a more distant relative, or a stranger, nevertheless, retain property 
passing to children in the tax base and after granting moderate exemp- 
tions provide for its taxation at reduced rates. 

The bill also raises fundamental issues concerning the estate tax 
treatment of property left to closely related persons. The combined 
effect of the deductions p under the bill and the marital deduc- 
tion would be to grant substantial tax relief to property left to a 
surviving spouse and children. However, property left to other close 
relatives would be treated for estate tax purposes like property left to 
nonrelated persons. Consequently, if the proposed deduction were 
adopted, additional claims would undoubtedly be made for granting 
similar tax allowances for property left to other relatives of the de- 
cedent, including grandchildren, grandparents, and brothers and sis- 
ters. To continue to add additional exclusions for property passing 
to such relatives would greatly increase the revenue loss. 

H.R. 7924 would extend the deduction to property left to adopted 
children. While it is, of course, desirable as a matter of principle 
to extend the same estate tax treatment to adopted children as to other 
children, there is the possibility that the bill may encourage ne a 
tions for tax purposes. For example, in States which permit the 
adoption of adults, the adoption of adult relatives or inlaws could in 
some cases be a convenient means of increasing the deduction for 
property interests passing to children. One possible approach to 
prevent this would be to follow the example of the inheritance tax 
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provision originally incorporated in the 19385 Revenue Act. There 

referential tax treatment for gifts to adopted children was per- 

mitted only if the adoption took place before the child reached the 
of 21. 

The bill in its present form would involve substantial revenue losses. 
If made applicable to the estates of decedents dying after July 1, 
1959, the revenue losses under H.R. 7924 would probably begin on a 
relatively small scale in fiscal year 1960. However, for the fiscal 
year 1961, the estimated revenue loss would amount to $160 million. 
The annual revenue loss, when the new deduction has its full effect, 
is estimated at $250 million. The lower estimated revenue loss for 
the first 2 years arises out of the fact that any change in estate tax 
law shows up relatively slowly in estate tax collections since estate 
tax returns do not have to be filed until 15 months after date of death, 
and in some cases extensions for a longer period are granted. 

While unsympathetic to the principle underlying H.R. 7924, the 
Treasury Department is opposed to the adoption of this bill in its pres- 
ent form at this time. As we have indicated, the present bill raises 
a number of problems that require further study. Moreover, because 
of the continuing need for revenue, we do not believe that this is an 
appropriate time to adopt estate tax revisions which would involve 
rapidly increasing revenue losses in the next few years. 

he CuarrMan. Mr. Glasmann, we appreciate your coming to the 
committee and discussing this matter with us. I want to compliment 
you on a very fine presentation of the views of the Treasury. 

I have two or three questions I wanted to ask about the legislation 
for purpose of being able to better understand it, and therefore, for 
information. 

As I understand, the bill H.R. 7924 would, if passed, provide for 
computation of the deduction for property passing to children in the 
same manner as the marital deduction for property passing to the 
surviving spouse under existing law. 

Mr. Guasmann. That is essentially true. 

The Cuarrman. It is generally true, is what I am trying to say. 

Mr. GuasMANN. That is right, sir. 

The Cuamrman. Will you please refresh my recollection. In 1948 
when we put the marital deduction in the law, it was part of the plan, 
as I recall, to try to equalize income, estate, and gift tax treatment 
with respect to residents in community property and non-community 
ae States, was it not ? 

Mr. GLasMANN. That is right. 

The Cuarrman. The marital deduction, we were also told, facilitates 
the objective of having the estate taxed only once in each generation. 
That is true; is it not? 

Mr. GuasMann. That isright. The husband and wife are presuma- 
bly in the same generation. 

The Cuamman. As a result of a marital deduction you ordinarily 
would not impose a tax on the husband upon his death and 10 years 
later impose a tax on the same property upon the wife at her death. 
In addition, there is a provision in the estate tax law, as I recall, that 
allows credit. for property previously taxed, that is, property which 
was subject. to an estate tax because of a death which occurred within 
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10 years before the decedent’s death. That is a provision of existin 
y P g 


law; is it not? pe 
Mr. GuasMann. Yes. T 
The Cuarrman. I am trying to get information as to the possible ff Wh 
theory of the deduction for the children who survive. Can it be said J pur 
that in view of the existing law, this 10-year limitation and the a 
marital deduction, can you approach this bill on the theory that the J sen 
action here proposed is supported by the theory of the two provisions J” y 
of the existing law? hap 
Mr. Guasmann. I would say that the historical purpose of the two J 4 
rovisions that you mention perhaps would not support this change, J 
but the practical effect of the marital deduction is to provide a certain ing 
amount of benefit to a surviving spouse. I would say also that prob- § ym 
ably the underlying purpose of this bill is merely to take into account Jf the 
the fact that many States—I think roughly 38—with their inher. J axe 
itance taxe provisions recognize the degree of relationship in impos- pat 
ing tax at the death of the decedent. " 
This bill is intended to further that concept. sj 
The CuatrmMan. You have left my question. I am trying to find § ect: 
out whether or not you could justify this proposal on the grounds that J the 
we have justified the inclusion in existing law of the other two pr 
provisions. of. 
Mr. GuAsMANN. I would think not on the historical basis. per 
The Cuarrman. What we were trying to do there, as I understand, § or 
was to protect against taxation of the same estate twice within a gen- § Tp 
eration. If you allow the deduction, as proposed by this bill, you | 
would have to do so for a different purpose, and because of the dif B ha 
ferent theory that you were trying to establish ; is that right / 01 
Mr. GuasMaAnn. I think that is true? shi 
The Cuatrman. You point out that probably the theory back of § in 
it is the fact that States in their laws treat, for inheritance tax pur F tio 
poses, passing property to children differently from distant relatives, . 
and differently depending upon the number of children who survive. f wi 


Do you think that is the theory that one would support this bill on! 

Mr. GuasMann. I think that is the chief theory that supports this 
bill. I think the underlying logic of the position taken by the States 
would also support some such approach in this area. 

The Cuatmrman. Would it be possible under this theory for some 
of these estates forever to escape taxation ! 

Assume that the father in this generation leaves to his children his 
estate, this amount is deducted from the base of the estate for tax 
purposes. 

Then the son of today becomes the father of tomorrow and passes 
on that estate to his children. The deduction would apply there. 
Would it mean that there might be a leakage within the amount of the 
estate that perhaps over two or three generations might never be 
subject to an estate tax ? 

Mr. Guasmann. I think that is true. There would be some property 
that would pass from generation to generation without being subject to 
an estate tax. For example, if you had a man with a wife and 10 chil- 
dren, he would be able to give all his property away under this bill, 


combined with the marital deduction, without incurring any estate 
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tax, The argument might be that the 10 children would need his 
property to live on. 

The Cuatrman. I do not know that I understand your answer. 
When you deduct a certain amount from the base of the estate for tax 
purposes, is it possible that amount would not be subjected to the 
estate tax, not only within the generation involved but in subsequent 
generations ? 

Mr. GLasMANN. I was trying to give an example of how that might 
happen. 

The CHAIRMAN. It does not have to be 10 children. 

Mr. GtasMANN. Of course not. That is an extreme example show- 
ing how a complete estate could have no tax imposed. For example, 
aman might leave $60,000 under this bill to one child and if that is all 
the property that child had when he died he would have a specific 
exemption of $60,000 and there would be no tax with respect to that 
particular $60,000 of property. 

The Cuamman. Mr. Glasmann, is it your opinion that as to the 
situation which exists with respect to the taxation of portions of the 
estate passing to children, these bills that we have before us pinpoint 
the advisability for some revision of estate tax rates? Is that the ap- 
proach we should take? Should we think in terms of the restoration 
of the inheritance tax concept with a provision for different rates de- 
pending upon the recipient of the estate? Should we proceed this way 
or should we proceed in some other way in the opinion of the 
Treasury 

Mr. GuasMANN. This, I would think, would be an area that would 
have to have very careful study given to it as to whether we should 
continue with our same concept of an estate tax or whether we should 
shift toa degree and take into account the relationship of beneficiaries 
in imposing a tax. The present bill would take into account the rela- 
tionship of children by allowing a deduction from the gross estate. 

We have suggested that goes further than do State inheritance taxes 
where you have merely a modest. exemption plus lower rates. 

The Cuarrman. Mr. Glasmann, what is the anticipated revenue that 
we will receive in this fiscal year from the estate tax? 

Mr. GLasMANN. Roughly $1.3 billion. 

The Cuamman. Does the Treasury have any estimate at all of the 
dollar value of property passing as a result of death during this 
fiscal year 

Mr. GuasMANN. Based upon previous years we would estimate it to 
besomething in the neighborhood of $10 billion. 

The Cuairman. I am not talking about property that passes that 
comes within the estate tax law. I am talking about the total of 
property passed asa result of death. 

Mr. GuasMANN. I don’t believe we have any estimate on that, Mr. 
Chairman. 

The CuatrMaNn. I have understood from sources that it may run 
as much as $50 billion in the course of a year. Is that true, or is 
that a very optimistic estimate ? 

Mr. Guasman. I wouldn’t have any way of judging, Mr, Chairman. 
oles ete We have no way of knowing how much property 
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, Mr. Guasmann. I would think we could probably find some gy, 
tistics on that and submit them for the record if you would likg 
(The following memorandum was filed with the committee :) 


Because of lack of data concerning small estates, it is not possible to map 


- reliable estimate of the total gross estate of all decedents dying in the course 
of a year. 


Based on an extrapolation of Federal estate tax data, as reported in Statistig 
of Income, into the area of gross estates of less than $60,000, with total numbe 
of deaths as a benchmark, it would appear that the total gross estate of all 
decedents is in the neighborhood of $30 billion. 

The Cuamman. If you would do that, I would appreciate it, | 
would like to know as nearly as we can just how much property pases 
1 know that most of the property that passes now, or at least I have 
been led to believe, does not pass to recipients so that the estate 's 
affected by the estate tax rates. 

Mr. Guasmann. I think that is true. I believe between 1 and9 

ercent of the people that die are subject to the Federal estate tax 

cause of the size of their property holdings. 

The CHAIRMAN. Is it because of the estate tax rates themselves that 
this situation exists, or is it because of some other reason? Are there 
other reasons why people leave their estates as they presently do, or 
is it pear ity because of the estate tax rates that would be applicable 
if they did leave their estates to relatives and members of their 
families in greater amounts. 

Mr. Guasmann. I am not sure I have understood your question. 
From my experience, I would say that most people do leave their 
estates to their wives and children if they have them. 

The Cuatrman. They may leave a part but there is an awful lot of 
them that I read about every few weeks that are left to some bene- 
ficiary that prevents the application of an estate tax to that estate 
or to that part of the estate. 

Do they do it because of the philanthropic desire to promote charity, 
or is there a possibility that one of the contributing factors in the 
disposition of estates under row ta is the estate tax rate? 

Mr. Guasmann. Mr. Chairman, based upon statistics with respect 
to estate tax returns filed during 1955, there were charitable beauest 
claims for deductions of $307 million out of total gross estates of $6.5 

illion. 

When you speak of charitable bequests, they are a small factor in 
the overall picture. They may be important in any given case, 
however. 

The Cuamrman. You mentioned the figure of 10 billion of property 
passing as a result of death in the last fiscal year. That is $10 billion 
of property that came within the estate tax law for tax purposes, 
is it not? 

Mr. Grasmann. That would be the gross estate. 

The Cuamrman. That is what I am talking ‘about. You have no 
record, however, of the additional amount that may not have in any 
way been subject to estate tax because of the recipients of the estate! 

Mr. Guasmann. The 10 billion is the total that would be reported 
on estate tax returns. You don’t have to file an estate tax return un- 
less you have at least $60,000 worth of property at your death. 
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The Crramman. I understand that. That is the total, in your opin- 
jon, that was left plus the amounts that could be added to it because 


the estates were not as much as $60,000. _ 
Mr. GLAsMANN. You have in addition, of course, gifts that are 


made during life. 
The CHAIRMAN. I am not talking about that. I am talking about 


roperty passing as a result of death, not passing as a result of gifts. 

cannot conceive that $10 billion plus these smaller amounts repre- 
sented in estates not subject to the estate tax, whatever they might be, 
would represent the tota) of property passing as a result of death in 
the fisea) year or the calendar year, whichever you use. 

Mr. Mason. If the gentleman wi)) yield for a moment? 

The bulk of his estate was put into this great trust and so the 
billions that are escaping in that way and not getting taxed is some- 
thing to think about. 

The CuarrMAN. I am just thinking that this may be a very small 
part of this overall problem. From conversations that 1 have had 
with some who will be witnesses today, I think they have done a serv- 
ice in bringing this to our attention and pinpointing, In my opinion 
the desirability for perhaps a very thorough and complete analysis of 
existing law relating to the estate tax and rates to see if improve- 
ments could not be made in that area. 

Mr. Grasmann. I would think, certainly, that continuing study 
should be given to this entire area, One point that you make as to 
whether this $10 billion figure I Rb psealt is the total passing, it 1s 
the total that would pass that would be subject to inclusion in an 
estate tax return. To the extent that you have property that has been 
passed in trust over a period of begs with successive estates, you would 
not have that property included. 

The CuarrMAN, I am not aly those because I look upon those 
as gifts made during the lifetime of the person involved. I am think- 
ing in terms of property that passes as a result of a will at death. I 
just can’t conceive of it being no more than $10 billion plus the small 
additions that would be made by including the estates not a AN to 
the estate tax rates, that is, estates of $60,000 or less. I won’t take any 
more time. 

Mr. Utt, do you desire to inquire ? 

Mr. Urr. Mr. Glasmann, I would like to preface my remarks by 
saying that for 16 years prior to coming to Congress I was with the 
State Inheritance Tax Department of California so I have had a good 
deal of experience with State inheritance taxes and always felt that 
was the proper way to handle estates passing to children or passing 
to any beneficiary. I know so far as I was concerned, I would much 
rather fill out a dozen State inheritance tax reports than I would one 
Federal estate inheritance report. I notice you say in your state- 
ment that it is a complicated matter. I notice you make a remark in 
= statement here that this might result in some estates passing to 

neficiaries without any tax. I don’t know what is wrong with that. 
Whoever earned that money paid his income taxes all the way from 
20 percent up to 90 percent. He owned the money. He could bury, 
burn it, give it to agin 4 or to his children. I don’t go on the theory 
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or to any beneficiary without having to pay a substantia] sli 
Federal Government. You also this result in 
of taxation of estates from generation to generation. That hapiohe 
without this bill, does it not? If the estate never exceeded $60,000. 
for 100 years, each year they could pass that $60,000 to some decedent 
to a survivor without paying a tax. 

Mr. Guasmann. That is right. 

Mr. Urr. So there is an escape of tax on an estate that never ex. 
ceeded $60,000. I am wondering if in taking into consideration the 
loss figures of $160 million the first year and then up to $250 million 
did you take into consideration collateral effects in that it might 
eliminate certain gift transactions that are engaged in now? 

Could you figure how much losses there are in gifts to children? 
Did you consider that there might be less inter vivos gifts if there was 
an exemption of 5 percent to the children ? 

Mr. Guasmann, Our estimates are based solely upon the computa- 
tion that results from applying the 5 percent deduction to the avera 
number of children that decedents have. The estimates do not take 
into account the possibility of less inter vivos gifts. I think that 
would be a difficult factor to weigh because many taxpayers might 
determine that they would continue those gifts and also take advan- 
tage of the 5-percent deduction. 

fr. Urr. is it not possible that if this law were in effect that there 
would be some savings in other taxes such as the transfers inter vivos! 

Those transfers would cut down the losses you have set forth. You 
have not taken into conideration what collateral action might take 
place in case this bill were to become law. 

Mr. GuasMann. I am not sure that I would agree that there would 
be a reduction in inter vivos gifts that would save the Treasury tax 
revenue. It is a possible factor, but I don’t think it would be sig- 
nificant so that you could weight it in the overall picture. 

Mr. Mason. If the gentleman will yield there, let me give an ex- 
ample. I want to keep my estate down to $60,000 so that there will 
be no tax. So I give each of my three children $3,000 a year for 
several years, and by doing that I keep it down below the $60,000. 
So when I die there will be no tax paid on my estate. There is an 
example. I think that is quite common practice, sir. 

Mr. GuasMann. I am sure it is common practice to make such gifts 
to children where the donor has the means. 

Mr. Urr. In inter vivos gifts there is a $30,000 lifetime exclusion. 

Mr. GuasMANN. That is correct. There is a lifetime exemption of 
$30,000 and an annual exclusion for each donee of $3,000. 

Mr. Urr. So if that did result in a reduction to some extent of the 
inter vivos transactions your figures of revenue loss would be reduced 
somewhat ? 

Mr. GiasMANN. To the extent that you could ascertain the decedent 
would reduce his lifetime giving so that he would have a greater 
estate at death which would not have been subjected to tax if we had 
not put this law in because he would have given the property away, 
I suppose that would be true. 

Mr. Urr. I have several large estates in my district. I think they 
have been engaged for years in inter vivos gifts to the point where 
they have escaped complete taxation at the date of death only for the 
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reason that the estate tax is so high. We can talk a lot about the 
$0,000 exemption. That is a lot. The marital exemption is a lot. 
You set forth as 3 percent of a thousand dollars where the rate is effec- 
tive, but if you carry this up a few more thousand dollars, $40,000, it 
runs up to 12 percent or $5,000 on the first $40,000, that passes under 
theestate tax. Is that not right? 

Mr. GuasMANN. I am sorry, I missed the question. 

Mr. Urr. It is not a question. It is a statement that I want verifi- 
cation on. You have set forth in your statement that 3 percent of the 
frst thousand over $60,000. Isn’t that correct ? 

Mr. GLASMANN. Yes. That is the estate tax rate. 

Mr. Urr. Only 3 percent of the first $5,000. What is the effective 
tax on the next $35,000 or the total of the first $40,000? 

Mr. GLASMANN. We havea graduated rate. 

Mr. Urr. It is $5,000, is it not, on the first $40,000 ? 

Mr. GuasMANN. The estate tax rate on the first $5,000 is 3 percent. 
The next $5,000 would be taxed at 7 percent. Then from ten to twenty 
thousand it would be 11 percent, and graduated on up. 

Mr. Urr. So that the first $40,000 that passes, the effective tax is 
$5,000. 

Mr. Guasmann. That is approximately right. I think it is $4,800. 

Mr. Urr. So the rate goes up so precipitously that the effort as 
always made on behalf of the supposed decedent or expected decedent 
todispose as much of his property as he can inter vivos. 

Mr. GuasMaNnN. I wouldn’t say the effort is always made. That is 
acommon practice. There are many people who do not choose to give 
away their property before death for reasons other than taxes. 

Mr. Urr. It is my belief that the reduction in the inter vivos gifts 
would almost completely offset this $160 million which you quote in 
your statement. 

Mr. GuasMAnN. I think it would be very difficult to offset that 
$160 million or the $250 million certainly within the next 2 or 3 
years. These revenue losses would become effective not in the first 
year after passage of the act but in the second and third year. Any 
recovery such as you are talking about would have to be over a very 
long term. 

Mr. Urr. It is certain that we have no way of knowing how many 
millions of $3,000 annual gifts are given because they don’t have to 
even report them when they are under $3,000. We don’t know. We 
are dealing entirely in abstract figures. 

Mr. GuasMANN. I might say a very substantial portion of the rev- 
enue loss we estimate would be in connection with some fairly sub- 
stantial estates which would not get very much benefit out of the 
annual $3,000 of giving. 

Mr. Urr. On that point I believe I would differ. 

Mr. GuasMANN. I am talking about relative benefit. They certainly 
could not give away enough property over a lifetime at $3,000 a year 
to make any significant impact on the amount of the estate tax. 

Mr. Urr. Most of those $3,000 gifts are from people who are going 
to be up in the 50-, 60-, 70-percent brackets. 

Mr. GuasMaNN. What I am saying is that in the case of an estate 
of a million dollars or of $5 million you would not be able to give 
away over a lifetime at $3,000 a year enough to make any substantial 
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impression upon the revenue loss that would occur by giving a dedue. 
tion of 5 percent for each child at the date of death. 

Mr. Urr. I have no further questions, except I am happy that the 
Treasury agrees in principle and bases most of its objection on revenye 
loss because that is the objection to almost any tax change from the 
view of the revenue. 

Mr. Giasmann. We certainly think that the inheritance tax prin- 
ciple is a fair one and should be explored by the committee. 

{r. Urr. I have always operated on the ground if the principle was 
right the chips would fall where they will. 
he Cuarrman, Mr. Curtis. 

Mr. Curtis. I would like to ask a question on this revenue loss, | 
know the Treasury recognizes and your statement here shows that it 
recognizes that presently there are many devices available which right 
now minimize the revenue the Treasury receives, either inter vivos 
gifts, or trusts, or passing the estate to the grandchildren. The rey- 
enue impact is considerab y lessened. I am wondering in your antici- 
pated revenue losses in this bill whether or not they are realistic 
inasmuch as many of these present devices would be abandoned and 
possibly the Treasury might pick up a little additional revenue from 
that factor, even though there is a loss on the face of it from this par- 
ticular legislation. 

Mr. Giasmann. I would say, Mr. Curtis, that to the extent that the 
present bill encouraged outright gifts to children rather than gifts 
in trust for life with perhaps successive life estates to grandchildren, 
it is true we would collect an estate tax in many cases at the death of 
the first child rather than waiting to collect another tax at the time 
the great-grandchildren die. There is that offsetting factor. 

r. Curtis. That is what I was thinking of. I don’t know how 
much revenue the Treasury is presently getting. 

Mr. GuasMANnn. We are getting about $1.3 billion a year from the 
Federal estate tax. We estimate that for this year. 

Mr. Curtis. You anticipate that this will lose you how much? | 

Mr. Guasmann. When it is in full operation we estimate $250 mil- 
lion. 

Mr. Curtis. I do not know but I suggest we probably would re- 
coup that pretty — through the abandonment of the devices that 
are presently being used. 


Mr. Grasmann. I think that any recoupment would probably be 
over a very long term. 

Mr. Curtis. I wonder if it would. Iam just speculating. _ 

Mr. GuiasMAnn. For example, let us suppose you have a gift toa 
child outright instead of a life estate so that another tax would be 
imposed at his death. That depends upon his life expectancy. If he 
happenes to be in his twenties or thirties when his father dies he may 
live for 40 years. So you would not have another tax which you 
would recover until that time. 

Mr. Curtis. I am thinking of people reaching the age of 65 who 
are setting up the disposition of their assets, and who right now will 
employ the technique of gift during lifetime, or set up in their wills 
trusts that will carry through a generation. 

Mr. Guasmann. In that case the estate tax would be payable at the 
death of that person aged 65 and then the Treasury would not callect 
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another tax, possibly, because of the manner in which the trust was 
set up, until a much later date. ; 

Mr. Curtis. It is something that is happening right now. We 
could reasonably say that the revenue effects are going to come about, 
although there is a postponement involved. However, the use of 
inter vivos gifts by people at 65 instead of allowing it to go through 
their estates, which they might do, if there were this provision would 
be a revenue gain, I would think. 

Mr. GuasMANN. It is difficult to say how much of an offset you 
would have. It is quite possible that people would pyramid their 
inter vivos gifts with this children’s deduction in the estate tax. It 
is possible that some would forego inter vivos gifts. It is difficult 
to predict. Our estimates are based solely upon the computation of 
applying a 5-percent deduction for each child based upon the ad- 
justed gross estate. 

Mr. Curtis. Yes, I know, and that is why I wanted to explore this 
area, There is just one other comment. The wealthier people are 
the ones who are in a much better position of utilizing the techniques 
that presently exist in the law to get around the impact of our estate 
tax provisions. The people that would benefit the most by this, as 
I see it, are those who are not in a position or not in as good position 
of doing that; the more modest estates where the investments are 
apt to be closely held family corporations or something of that nature, 
that is. I think the economic effect of this would be exceedingly 
desirable. 

For that reason, too, I think it would be advantageous and in the 
long run very beneficial to the Treasury in revenue. I don’t know 
whether you care to comment but I just wanted to make that statement. 

The Cuarrman. Are there any further questions ¢ 

Mr. Aucer. Mr. Glasmann, on page 5 of your statement you men- 
tion that to grant substantial tax relief to property left to surviving 
spouse and children, and then on the bottom of pages 5 and 6 you 
goon to point out— 

However, property left to other close relatives would be treated for tax pur- 
poses like property left to nonrelated persons. Consequently, if the proposed 
deduction were adopted, additional claims would undoubtedly be made by people 
like grandchildren, parents, brothers, sisters, and so forth. 

Would you not agree that the spouse and children are in a rather 
unique position as compared to others who are related by kinship ? 

Mr. Grasmann. I would say they ordinarily would be but there 
would be many cases where they would not be. Mr. Utt, with his 
experience with the California inheritance tax, will recognize that 
inheritance taxes in most States give preferential treatment to close 
relatives, including ancestors and lineal decendents; that is, the grand- 

arents and also grandchildren. Oftentimes the States also include 
rothers and sisters in the category of preferred relationship. Let 
me illustrate the problem. Take the case where perhaps the son is 
dead and he leaves surviving children. The argument would be: Wh 
shouldn’t we have a deduction for grandchildren in that case? I think 
you would have to recognize that there will be these claims for similar 
treatment by people who are closely related. 

Mr. Averr. That is what you fear: that there would be other simi- 
lar claims. 
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Mr. GuasmMANN. Based on the experience with State inheritanee 
taxes, I feel you can predict with a certainty that would follow, 

Mr. Atcer. Let me pass to the next part on page 6. You mention 
the possibility that the bill may encourage adoptions for tax purposes, 
Is that a valid point to make? Adoptions might be the result of this 
particular bill ? 

Mr. Guiasmann. I can tell you that the Way and Means Committee 
back in 1935 thought it was a valid point and put such a provision iy 
a bill which passed the House at that time. I think it is probably not 
something that would be a frequent occurrence but it is something 
that might happen and you could prevent it very easily by adopting 
the suggestion we have made. 

Mr. Urr. I would like to make one further observation and that is 
that for the past week we have been talking about tax incentives and] 
think this is a very important part of this bill. I can lay my hand 
right now without reaching very far on people who are not interested 
in increasing their estate one nickel because they know the Government 
is going to take it away from them. Whereas, if they felt that they 
could pass some exemption on to the children, they would increase 
their estate by several percentage points, because they would know 
the children would get a break out of it. 

I think the incentive in this is about as important as the tax incentive 
that we have been talking about the last 5 days. 

Mr. Atcer. Would you want to comment on that ? 

Mr. GuasmMann. Any tax, such as our estate tax, which may require 
you to pay a substantial portion of your estate to the Government 
at death, would tend to dampen down your incentive to accrue a big 
estate. That is one of the facts of life. 

Mr. Urr. I think that is right. 

Personally I would not take one more dollar’s worth of insurance 
if the Federal Government is going to take 50 percent of that policy. 
I will pay the full rate to buy that policy. So I will not buy any more 
insurance. 

Mr. GuasMANN. Insurance may be a bad example. Back in 1957 
we tried to get the premium payment test reinserted in the law. It 
was removed in 1954. The Ways and Means Committee did insert 
a partial premium payment test, I think, covering premiums paid 
psn 5 years of death. As I recall, that was eliminated on the House 

oor. 

Mr. Curtis. It certainly was. I am sorry you mentioned it but I 
want to drive this home any time it is mentioned. The premium pay- 
ment test as far as the wealthy people are concerned means nothing 
because they can give assets and pay out of that. The only thing 
you were getting with that were the smaller or more modest size fam- 
ilies where the breadwinner was the one who had income, not from 
investments but income that he was earning. That is the one way he 
had of protecting his investment in a small business. That is the point 
I made on the premium payment test. You have to distinguish be- 
tween types of taxpayers. You have to remember that because these 
laws have been on the books for many years, many devices have been 
figured out to get around these laws. The premium payment test as 
far as the wealthy class is concerned, they can successfully get around 
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the thing completely. The only thing you would have been hitting 
there are the modest families. 

Mr. Avcer. On the last page, you point out that, while sympathetic 
tothe principle, you state that the Treasury is opposed to the adoption 
of the bill and you mention revenue losses. We know your responsi- 
bility to provide revenue. Will you care to comment why you are 
sympathetic to the principle ? 
“Mr. GuasMann. I commented in answer to other questions that we 
do think that the principle which is incorporated in most of the State 
inheritance tax laws of giving recognition to the closeness of relation- 
ship of the decedent to the recipients of his property is something that 
might well be taken into account. It seems to make considerable sense 
tous, and we would suggest further study be made of this problem. 

Mr. Acer. You mention further study possibly at a later tax hear- 


ing. 

Mr. Guasmann. That isa possibility. I think the hearings this fall 
are going to be pretty much limited to review of the income tax provi- 
sions. It might be possible to go into this if the committee wanted to. 

Mr. Aucer. You pointed out that it is very difficult to determine. 
We know how much money you take in under this tax. We do not 
know how much dodging is involved. There is no way to compute 
the amount of money you do not get through efforts of tax avoidance. 

Mr. GuasMANN. I am not sure what you mean by “dodging.” 

Mr. Aucrer. They claim they do not want to pay an inheritance tax 
and try to prevent so doing. For example, you have a list of the trusts 
that have been set up from large estates ? 

Mr. GuasMANN. I don’t know that we have a list as such. 

Mr. Avcer. Mr. Chairman, I am simply thinking that the gentle- 
man from Illinois mentioned earlier the Ford estate. Do you have a 
list in the Treasury or can we get a list—I would like to have it for my 
information—of the trusts that have been set up, obviously part of the 
consideration being to avoid inheritance tax ? 

Mr. GuasmANN. I don’t think there are statistics available on the 
number of trusts and their duration. It might be almost an impos- 
sible job to assemble such data. We can certainly look into it. 

Mr. Arcer. Let me pass on. I want to pursue this further and 
I don’t want to take the time now. One last question, Mr. Glasmann: 

Do you know what median tax rate would have to be charged so 
that everybody is charged the same tax rate on inheritance taxes to 
produce the same amount of revenue now coming in, eliminating 
therefore the progressiveness of the inheritance tax? This is a math- 
ematical thing and you may not have it. Would it be 35 or 40 or 50 
percent ? 

Mr. Guasmann. We don’t have that figure available now. 

Mr. Acer. Could we leave the record open, Mr. Chairman, for 

that figure? I would like to have that figure. 
(The figures are as follows :) 

A flat rate tax of 13.2 percent applied to the gross estate of returns now tax- 
able would yield approximately the same as the present tax. 

If the flat rate tax were to be applied to all gross estates over $60,000 whether 

or not they paid a tax under the present law, the flat rate necessary to equal 


present revenue would be 11.4 percent. 
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If the total gross estate of all decedents is in the neighborhood of $30 billion 
a year, a flat rate of 4 percent applied to this total would produce approxi. 


mately the same revenue as the present estate tax. 

Mr. Guasmann. I would say in 1957 the gross estate was rou hly 
$10 billion and we had a net estate tax paid of $1,176 million. Vo 
could say a 10 percent rate applied to the gross estate without allow. 
ing any deductions whatever or without allowing any exemptions 
would get the same tax. 

Mr. Acer. Whatever that figure is, 10 percent or 13 percent, would 
it be all right with the Treasury to ap % a flat rate rather than a 
graduated rate as long as we produce the revenue ¢ 

Mr. GuAsmann. I would think not. I would think we would have 
to study the matter. Based on the historical purposes of the tax, 


it would be quite a revolutionary change to suddenly apply a flat 
rate. 


Mr. Auger. Thank you, Mr. Glasmann. 

Mr. Foranp (presiding). Mr. Simpson. 

Mr. Sumpson. One of the theoretical reasons, I assume, is a very 
practical one as to why we have the deduction for the surviving 
spouse. I refer to the one where there are a substantial number of 
children and the widow then has money to take care of the children. 
That is one of the social reasons is it not ? 

Mr. GuasMann. It may be. 

Mr. Stupeson. What else could it be? 

Mr. Giasmann. As the chairman earlier this morning brought 
out, one of the purposes of the marital deduction was to equalize the 
situation between people living in community property States and 
those in noncommunity property States. I would agree with you 
that another purpose would be to make certain that the family had 
enough to live on at least in one generation. 

Mr. Srupson. But if a man dies without the wife, then the children 
do not get the benefit, do they ? 

Mr. GrasMann. That is true. 

Mr. Simpson. Should they not? They need it worse after the 
mother dies than they did while she was living. 

Mr. GuasMANN. ra think in a case such as you pose the need would 
be greater. 

Mr. Stupson. You have answered that when you say in the latter 
part of your statement that you would in effect approve this principle. 

Mr. GuasMANN. We feel that the principle certainly merits careful 
consideration because it does have considerable appeal. 

Mr. Smarpson. You base your objection—I don’t want to put words 
in your mouth—on what you interpret the cost to the revenue. 

Mr. Grasmann. Certainly the overriding consideration here would 
be revenue, although we would want to explore with the committee 
other problems that we have raised in connection with the bill. 

Mr. Stmpson. Thank you very much. 

Mr. Foranp. Are there further questions ? 

If there are no further questions, we thank you, Mr. Glasmann, 


for your appearance and the contribution you have made to the 
committee. 


Mr. GrasMANN. Thank you. 
Mr. Foranp. Our next witness is Mr. Philip C. Pendleton. 
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Will you come forward, please. For the purpose of the record, Mr. 
Pendleton, will you identify yourself ? 


STATEMENT OF PHILIP C. PENDLETON, LEGISLATIVE REPRESENT- 
ATIVE OF THE FAMILY TAX ASSOCIATION 


Mr. Penpievon. Mr. Chairman, members of the Ways and Means 
Committee, my name is Philip C. Pendleton. TI live in Bryn Athyn, 
Pa..and I aman attorney at law. 

J am appearing before you as the legislative representative of the 
Farmily ‘Tax Association, an unincorporated, nonprofit association, 
which was organized in Philadelphia for the purpose of encouraging 
and fostering families with children and to that end seeking to reduce 
or eliminate inequities in the application of the tax laws to those 
having children. 

My specific purpose today is to testify in support of H.R. 7924 which 
was introduced by Mr. Utt of California and which bill is identical 
with H.R. 8697 previously introduced by Mr. Simpson of Pennsyl- 
vania. 


I. THE PROPOSAL 


H.R. 7924 would amend the estate tax law by adding thereto section 
2057. This section provides for a deduction So the gross estate for 
any interest in property passing to any one child who survives a 
testator not in excess of 5 percent of the value of the adjusted gross 
estate. The bill incorporates all the provisions of section 2056, the 
martial deduction, except that it contains no reference to communit 
property, since there is no such property between parent and child. 

At this point I would like to make an interpolation. I would call 
your attention to a simple arithmetical computation. If a man is 
survived by a wife and 10 children and has succeeded in accumulating 
asubstantial estate, that estate would pay under this bill no tax. 

While I have no doubt that such a situation may exist here and 
there throughout the Nation, just as there are few people who escape 
the income tax because of large families, I can say truthfully that in 
my 59 years I have never met an individual who (a) has 10 children, 
(6) has a spouse, and (¢) has succeeded in accumulating a substantial 
estate. 


II. THE REASON FOR THE PROPOSAL 


The present estate tax law discriminates grossly against children 
who survive a testator. Under this law, the share of a parent’s estate 
going to a child bears the same proportionate tax as does the share 
going toa collateral relative or a stranger to the blood. 

On the other hand, the shares of an estate going to charity are com- 
pletely exempt from tax. Furthermore, the surviving spouse is 
entitled under the marital deduction to receive one-half of the estate 
free of tax. 

The above examples are cited, not by way of complaint, but only to 
show that the Congress has already granted relief to two groups which 
should of right receive preferred treatment under our tax at namely, 
surviving spouses and charities, but it has not yet granted relief to 
children who are certainly equally entitled to preferred treatment. 
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Children are just as much the objects of a parent’s deepest concern 
as are his spouse, his college, or his church. ‘To do something special 
for them is a duty that is recognized by all human beings, except those 
whose sense of responsibility toward the children they have brought 
into the world is either entirely lacking or has become dulled by selfish- 
ness or indifference. 

The inheritance tax laws of the several States recognize this principle 
for they all provide that the shares passing to spouses and children 
shall be taxed at a lower rate than shares passing to collateral relatives 
and strangers to the blood. It is earnestly submitted that the Federal 
Government should also give recognition to this principle. 

Whether the estate tax rates should be high or low is not at issue 
here. What is at issue is that, regardless of the rates, the shares pass- 
ing to children should, in effect, be taxed at a lower rate than shares 
passing to others who have no such call on a parent’s bounty. It isa 
matter of simple justice and no more. 


LOSS OF REVENUE 


It is freely conceded that the adoption of this proposal would result 
in some loss of revenue to the Treasury. This result cannot be escaped 
nor should it be glossed over lightly for it isa matter of concern. What 
that loss will be is a question of judgment on which honest men differ, 
At the moment that this statement is being written, I am without 
official information as to the Treasury’s estimate of loss, so I am in no 
position to comment _— it. On the other hand, the staff of the Joint 
Committee on Internal Revenue Taxation after long and careful study 
has estimated an absolute annual maximum loss of $190 million. 
The staff further estimated that the effect on the liability of decedents 


dying within 1 year after the date of enactment and who filed returns 
within that year would be $43 million. 


OFFSETS TO LOSS OF REVENUE 


Tt is important to note that there will be offsetting factors to the 
above loss. Mr. Stam, in his report to Mr. Simpson dated February 2, 
1959, points out that one of these is that the surviving children would 
receive more Income which, in turn, would produce more income-tax 
liability. 

In an effort to approximate this particular offset, I have assumed 
that all of the $190 million a year maximum loss will be retained each 
year by the children and invested at 5 percent over a period of 30 
years. I have further assumed that the average income-tax liability 
on this additional $190 million a year will be at the rate of 40 percent. 
Based on these figures, the Treasury would recover by way of the in- 
come tax an average annual sum over the 30-year period of approxi- 
mately $60 million. 

Admittedly, any or all of these assumptions may be questioned as 
being either too high or too low, but the fact that there will be a sub- 
stantial offset cannot be denied. 

Other offsets that come to mind are the following: 

1. Since a parent would not have to accumulate as large a fund in 
low-yield, liquid investments for the purpose of paying the estate tax, 
he could invest more in high-yield investments or in good income- 
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producing property, thus increasing both his income and his income 
tax. 
9, The pressure to “spread” the parent’s income among his chil- 
dren during his lifetime by transferring income-producing assets to 
them would be reduced, which would result in higher total family 
income-tax payments. 

3, Since a parent would tend to make fewer gifts inter vivos, more 
assets Would be taxed at his death at the higher rates of the estate 
tax and less during his life at the lower rates of the gift tax. 

4, In order to qualify for the children’s deductions, bequests to chil- 
dren would have to be either outright or in trusts for one generation, 
hence the number of two- and three-generation trusts would decline. 

The importance of the effect of this trend would be, that while 
many estates would be smaller due to the children’s deductions, they 
would be taxed more frequently than is now the case, and this would 
do much to offset any loss caused by the children’s deductions in the 
first instance. 

It is, of course, impossible even to approximate the dollar value of 
these offsets and I will not attempt to do so. Suffice it to say that 
each of these offsets should increase the revenue received by the 


Treasury. 


VY. THE EFFECT OF THE PROPOSAL ON THE NATION’S ECONOMY 


1, Encouragement of savings: The estate tax falls on savings and 
thus on the capital which is so necessary for the operation of our eco- 
nomic system. Under H.R. 7924 not only would less present capital 
be taken and spent for current governmental needs, but the creation 
of future capital would be stimulated for if a man could be sure that 
more of his savings would go to his children than is now the case, he 
would have an additional incentive to try to save some more. 

2. Increase in venture capital: The need for more venture capital is 
admitted on all sides. Not only would more capita) come into the 
hands of the surviving children because less would be taken by the 
Government, but additional capital would also be left outright to 
them by their parents. 

The reason for this is that parents, in order to take advantage of 
this proposal, would have to leave the money either outright or in 
one-generation trusts, rather than in two- or three-generation trusts 
as is now so common a practice. 

And most of this money would be left outright since the only rea- 
sons for one-generation trusts are the incompetence or the irresponsi- 
bility of the child. It is a well-known fact that individuals will take 
more risks with their own money than will trustees who are subject 
to legal restrictions and surcharges. So from the standpoint of en- 
couraging the use of capital for venture purposes, it is better to have 
it in the hands of individuals, rather than in the hands of trustees. 

3, Encouragement of small, closely held businesses: One of the 
most discouraging features of our present economy is the difficulty of 
keeping such businesses going. A man who has built up his own busi- 
hess is continually faced with the problem of trying to accumulate 
though money to insure payment of the estate tax. To do this, he 


must either divert needed capital from the business to a reserve to be 
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used to pay the tax, or he must sell the business during his lifetime ty 
acquire the necessary funds for that purpose. 

If he follows the first course, his business runs a real risk of disaster 
from lack of capital ; if the second, one more small business disappears 

Should the children’s deductions be enacted into law, the pressure 
either to divert capital into a tax reserve or to sell the business would 
be lessened in the case of a man who has children, and usually it js 
such men who are most concerned with the future of the businesses 
they have built up, since they hope to pass them on to their children 

Summary of recommendations: I recommend that the estate tax 
be amended to allow deductions from the gross estate for property 
passing to children who survive a decedent, and that these deductions 
be limited to 5 percent of the adjusted gross estate for each child so 
surviving. 

I recommend further that these deductions be subject to the same 
limitations and provisions now applicable to the marital deduction. 

The Cuamman. Mr. Pendleton, we appreciate very much your dis- 
cussion of this matter. I think the record should reflect the fact that 
you, perhaps, have had as much to do with the development of think- 
ing in support of the legislation introduced by Mr. Simpson and Mr. 
Utt as anyone else. 

I know on a number of occasions you and I have discussed this situ- 
ation. You are motivated, I am sure, by your thinking of the 
inequity that presently exists in the State tax rules wherein the same 
rate of taxation is imposed upon the proceeds of an estate, regardless 
of the person to whom it may be left. It does seem to me inequitable 
to treat dispositions to people who are not even relatives in the same 
rate structure as those who are children of the deceased individual. 

I want to congratulate you on the work you have done and the inter- 
est you have taken in developing this matter to the point of having 
it considered by the committee in these hearings. 

I think you are to be congratulated if for nothing else than bring- 
ing to our attention the importance of some further study and provi- 
sion within the entire estate tax field. 

Thank you very much. 

The Cuatrman. Mr. Simpson ? 

Mr. Sueson. Mr. Chairman, I would like to commend Mr. Pendle- 
ton for his capable presentation of a very excellent paper and to advise 
the committee that Mr. Pendleton is an effective fellow. I met him 
30-odd years ago—probably 85—when I had shoved him around on 
a football field at the University of Pennsylvania and ever since that 
time he has been interested in legislation and has been active in the 
State of Pennsylvania in connection with local government. 

He means what he says, I am sure, and both his statement and the 
statement. made by the Treasury prior to his indicate quite clearly to 
me that the committee can, with propriety do, as the chairman sug- 
gested a bit ago, go into this matter with care. 

It is eminently unfair and improper to have a situation in our law 
today which tends to prejudice the interests of the children under 

certain circumstances and likewise, as Mr. Pendleton has pointed out, 
which can create in family businesses a very onerous situation. 

In fact, a situation which may act to shedbeer bac of our whole na- 
tional business economy. . We are interested in building up small 
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pusiness, Mr. Pendleton. We recognize that they are the real foun- 
dation of our private enterprise system. I believe this committee 
rill examine into this subject using your suggestions as a guide and 
yill find it profitable to do so. 

Thank you. 

The CHAIRMAN. Mr, Curtis? 

Mr. Curtis. Mr. Chairman, I want to commend Mr. Pendleton, too, 
for this paper, particularly because I believe in this you have gotten 
down to the fundamentals of this problem. Too often on the tax level 
we neglect the economic and social effects that our tax structure has. 
I, ptt, want to comment on your emphasis of encouraging 
small, closely held businesses. 

To me one of the great problems in the past decade or so has been 
the increased rate of merger and acquisition of small companies by 
large companies. I said increased rate, because there is always a 
proper economic process going on whereby small and growing com- 
panies are absorbed into larger enterprises. 

Those that result from the laws of economics I think, are all to the 
good. But this increased rate of merger and acquisition I think, can 
be traced to our tax laws and income tax laws probably more than 
estate tax laws. But, certainly, the inheritance tax laws play an im- 
portant part. 

Last year, this committee took recognition of that fact in amendin 
to some degree the estate tax laws in regard to closely held smal 
businesses to permit the beneficiaries to pay over a period of 10 years. 
So I am sure that this committee is aware of the social and economic 


impact. 

i think you are pointing out another area where this becomes im- 
portant. I think you are on very fundamentally sound ground. I 
think the Treasury Department should start to look at the economic 
effects of some of our tax laws instead of the immediate, hand-to- 
mouth, almost, operation of what they are going to realize in a par- 
ticular fiscal year, assuming that they are going to have the same 
amount of economic growth. 

I know it is true that the Treasury gains more tax revenue from 
good, growing company A operating as a taxpaying entity and big 
corporation B acting as a separate entity than they do from a com- 
bination of A and B as one taxpaying group. 

Anything that can be done to stop this increased merger and ac- 
quisition of smaller corporations would rebound to the Treasury’s 
renns benefit. I wish they would make some studies along those 
ines, 

There is one other point that Mr. Mason has brought out and which 
Thave tried to bring out before. The wealthier citizens of this coun- 
try have figured out many ways of getting around the impact of 
these high tax rates and the income tax of 91 percent and the estate 
taxes going up to 77 percent or whatever it is. 

The Treasury in estimating revenue losses ought to know how much 
revenue is going through various escape channels. Those people do 
not bear the impact of these laws because they have figured ways out. 
But there is an intermediate group and the group that I am concerned 
about, that does not have the means nor can they utilize these chan- 
nels because they are dealing with limited funds. 
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They are the ones who really are bearing the brunt of these high 
rates. This committee at one time—I do not know how many year 
ago—had a subcommittee, and I know there were other subcommittes 


oing 
have 


of this Congress, that became so disturbed about how foundatiq bf 
money was being used that they looked into that. hocall 

That is one of the escape hatches that the really wealthy familig Morr 
of the country have used and are utilizing to get around the tax, | FJ eyole 
am impressed with this fact: That once we get beyond the point wher ft! 
money can be used for individual consumption—that is, how muchit hat! 
takes you and me and our families to live—money is a matter of Mr 
power. appe 

It is a question of passing on the power that becomes important. Vp 
Through the use of foundations the families that possess these a- WV 
cumulated amounts can effectively pass on to a large degree the power I try. 


through the use of these foundations. 


I think essentially the foundations probably have been socially 


of 


beneficial, but there are many aspects of the matter that worry me. § 1 
Certainly, this committee should recognize that is an escape hatch § rele 
and Treasury, when they are talking about revenue losses, must recog: J pos 
nize that to be so. 1 

You did not list that as a possible source of recoupment, but I dare- J } 
say that might be one of the greatest sources of recoupment of this § sta’ 


bee 


anticipated revenue loss. If these families, intent as they are in pass 
dec 


ing on the power—charity I regret to say is not essentially in their 
hearts, although it may be in some, although it does not account for 
the tremendous increased use of foundations—if there were this alle- 
viation that your bill suggests, we might have more of these accumula- 
tions going through the normal process of inheritance, because al- 
though they would have to pay some tax, they would not have the 
disadvantage of having been put in foundations. 

I suggest that isa further error. Essentially, I want to again com- 
pliment you for presenting a paper that deals with the fundamental 
issues in this matter. I think that this bill, as near as I can figure it 
out, and I have talked this over with you, has been well thought out. 

It is going to produce only good in our society economically and 
socially. I doubt it will be any real revenue loss. In fact, I think 
there will be increased revenue immediately. Certainly, its cost, if it 
is as much as $100 million, from the values we would gain, would be 
well worth it. 

Mr. Penpteton. Mr. Curtis, I may make a comment on two of your 
remarks, the first is this: You have been very gracious in telling me 
that you thought I had gotten down to the fundamentals and the bed- 
rock. I would like to say this: If that be true, it is largely because 
of the talks and the discussions that I have had with members of this 
committee because they have succeeded in focusing my mind on the 
really important items. It is not only myself who is entitled to 
credit, if this is a good brief, as you say. 

The second point that I want to comment on is that it is not the 
cor wealthy families who will get the primary benefit from this. 

he man who told me that was the late Congressman Eberharter when 
I was in his office last year. He looked at this brief, he read it, we 
discussed it and then he said, “Do you know what appeals to me about 
this? It is the fact that a great many people don’t realize they are 
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ring to be subject to the estate tax between the twin facts that they 
Fave made money and we have had inflation.” 

He went on, “They are going to be hit and they are going to be hit 
ard, but,” he said, “they are the ones who will benefit from this thing 
ieause they don’t know enough to hire the high-priced, able tax 
attorneys Whom all the wealthy families have hired, to use every 
single proper device to escape the terrific effects of this tax.” ; : 
[thought to myself at the time that that was a most interesting point 
that he made. 

Mr. Curtis. Iam glad you added that thought because that is what 
appeals to me. : 

Mr. PenpLeron. It is what appealed to him. 

Mr. Curtis. There is the real area of economic growth in this coun- 
ry. Anyone who is interested, and I think we all are, in economic 
gowth in this country, we must start paying attention to the impact 
of our tax structure on economic growth. 

[am afraid we are stifling this and this will be a step forward to 
release some of the pent-up energies that our dynamic society still 
possesses. 

The Cuatmrman. Mr. Utt? 

Mr. Urr. Mr. Pendleton, I, too, want to compliment you on Pete 
statement but more on your diligent work in this field, because you have 
ben working diligently on this and should be complimented for your 
dedication to that. 

I want to refer for a moment, following up the comments of my 
colleague, Mr. Curtis, on the charitable trusts and foundations. Once 
the money goes into these charitable trusts and foundations it be- 
comes income-tax exempt as well as estate-tax exempt. 

If an additional 5 or 10 percent went to the children, isn’t it a fact 
that that amount of money would immediately go into the flow of 
our commerce or our economic life and continue that for the life- 
time of that recipient to pay normal income-tax rates? 

Mr. Penpteton. That is true. 

Mr. Urr. Is it not a fact, also, that in looking at the revenue loss 
from estate taxes that we must take into consideration the income 
tax again derived from the effectiveness of this act. 

Mr. Penpieron. I certainly think so. This thing is not in a vac- 
wm. You can look at it from the point of view simply of how 
much is going to be lost and make an estimate of that loss, but that 
isnot realistic unless at the same time you try to make some estimate 
of the tax gains which will also accrue. 

The difficulty is that so many of those things, as Mr. Glasmann 
pointed out, are hard to compute. Certainly, they are there and in 
the case of the income tax in the example which I used, while I admit 
that it was rough and I admit that there may be all sorts of flaws in 
it, at least there you have an indication of what gain there will be 

om the income-tax accumulation. 

Mr. Urr. There has been a terrific increase in the amount of chari- 
table trusts and foundations and I believe it has been caused by the 
high estate taxes. 

Mr. Penpieron. I don’t know. As I pointed out, I think Mr. 
Glasman said there had been cases where I would think that prob- 
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ably the primary motive was that of benefiting people or some par. 
ticular group of people. 

I also have no doubt that the tax feature was a very important spur 
in that direction. Maybe in some cases it was the motivating reason, 

Mr. Urr. You are a tax attorney, and I would ask you, to you 
own knowledge, do about 90 percent of the large tax firms and the large 
banking firms in America have departments that are doing nothing 
but estate planning. 

Mr. Penp.etron. The insurance companies, too. 

Mr. Urr. Then, what is the purpose of estate planing} 

Mr. Penpieton. The purpose of the estate planning is to try to 
conserve as much as it is possible of an estate that a man will leave 
at the time of his death. 

Mr. Urr. Following that, I would like to inquire regarding family 
partnerships. To your knowledge, do you know of family partner. 
ships where minor children have been taken in as a partner for the 
purpose of reducing the overall income-tax effect as well as the even- 
tual estate-tax effect ? 

Mr. Penpbteton. I have heard of it but, frankly, I have never seen 
it. 

Mr. Urr. I have in my district several family partnerships which 
include the children for the purpose of dividing the estate into three, 
four, or five parcels to reduce the effective rate of the income tax as 
well as the effective rate of the estate tax in case one passes away. 

Mr. Penpteron. It is what is referred to as spreading the income. 

Mr. Urr. I know of cases where children 1-year old are partners. 
To me it would seem it is the result of high taxes not only on income, 
but also on estates. I think that is all, Mr. Chairman. 

Mr. Berts. May I ask one question ? 

The Cuarrman. Mr. Betts. 

Mr. Berrs. A man dies and leaves a million-dollar estate, and we 
will say he has no widow but has three children. Then there would 
be included a credit of 5 percent. 


Mr. Penpieton. The adjusted gross estate after the deduction of 
certain expenses. 

Mr. Berrts. The gross estate goes to the three children. So 5 per- 
cent of a million dollars is deducted, is that right ? 

Mr. Penpteron. For each child. It ss be 15 percent. 

Mr. Berrs. Fifteen percent ? , 

Mr. Penpuieron. Five for each child. If he had two children it 
would be 10 percent; if he had four, it would be 20. 


Mr. Berrts. Then, as a matter of fact, $150,000 would be deducted 
from the estate. 


Mr. Pennieton. That is correct. 

Mr. Berrs. Suppose he dies and leaves a million dollars and no 
widow, but, by will, he leaves each child $100,000, the child with 
$100,000 would pay what? The beneficiary would benefit by the 
deduction. 

Mr. Penvieton. Yes. Everyone would get some benefit. The estate 
would be reduced. 

Mr. Berrs. Would the children ? 

Mr. Penpieton. Yes. 

Mr. Berrs. The children would not get a benefit. They would get 
$100,000 regardless of the deduction. 
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Mr. Penpteron. You are talking about a case, I suppose, where the 
specific bequest to the children is passed to them tax free and the tax 
isimposed on the residuary estate ? 

Mr. Berts. Yes. 

Mr. PenpLetoN. There would be some benefit there for the residuary 
state. 

' Mr. Berrs. I am in hearty accord with this bill. 

Mr. Penpteron. I drew a great many wills during my active labors 
inthat particular field. Isaw a great many wills. The usual, normal, 
and by far the most ag case is that certain small bequests are 
made tax free to individuals, Then, the residuary estate is left in 
trust or outright to the children share and share alike. 

Mr. Berrs. Say I am in full accord with the principles of the bill. 
But it seemed to me there is a loophole there. A residuary beneficiary 
might receive some credit to which he is not entitled. 

Mr. Penpteron. What he would receive would be taxed at a lower 
rate. Of course, the children receive a benefit, as I see it, because it 
has been provided that the tax must be paid out of the residuary es- 
tate and then they get their full $100,000 in that case. That is a most 
unusual situation. 

Mr. Berrs. I wanted to give you an example to see if I understood 
how it worked. Thank you. 

The Cuarrman. Mr. Alger will inquire. 

Mr. Arcer. Mr. Pendleton, I think this is an excellent statement. 
Ihave just one question. Let us see if I get a summary of what you 
said. As I get the picture, you have stated the inequity rather clearly 
and you likened it apparently to the fact that charity gets the full 
tax deduction, a spouse gets one-half deduction, showing that the 
children are very definitely left out, even as is a stranger to the blood. 
Secondly, you listed the offsets to revenue loss so much so that there 
seems to be a strong possibility that actually this will create income 
tothe Treaury. 

Thirdly, you outline the advantages, which were threefold. It 
would be encouraging for savings, increase venture capital and cer- 
tainly help small business. My question is this: If all these things 
are so, why limit this to five percent ? 

Mr. Penpteron. You ask me a difficult question. It seemed to me 
that there are two things to be considered in connection with this 
case. The first was the children who should be treated differently 
than they are being treated today. The second was the question of 
governmental revenue. It just seemed to me that if we made it 10 
percent, a great many estates would escape taxation because while 
the 10 children family is practically unknown in the upper brackets, 
5 children families are not too uncommon. The average overall is 
about 1.5 children for the estates which are subject to the estate tax. 

I just felt that to go above 5 percent was asking too much. 

Mr. Aterr. Were you anticipating the obstacles you would en- 
counter at 5 peenet so much so that you felt you would not dare to 
ask for more? 

Mr. Penpieton. Sir, I always try to figure the obstacles I would 
encounter and I was sure this would be one of them. I tried to be as. 
reasonable as possible and obtain the recognition of the principle, 
attain some reasonable tax reduction and at the same time not in 
effect gutting the estate tax. 
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Mr. Arcer. If your statement is not disproved by other testimony 
given here, my own observation here is that 5 percent is not enough, 

Thank you, Mr. Chairman. 

The Cuarman. Mr. Pendleton, we thank you, sir, for coming to the 
committee. 

Mr. Penpieton. May I say one further thing, Mr. Chairman? 

The CHairmMan. Yes. 

Mr. Penpieron. You thanked me for coming to this committee. | 
thank you for the opportunity to come to this committee and there 
is something else I would like to say, not only to you, but to everybody 
on the committee. You have all treated me with courtesy, you have 
treated me with consideration, and what is even more important, you 
have listened with open minds to the proposition which I make. I 
just wish that every man in this country who is disposed to derogate 
from the Congress of the United States would have the opportunity 
to do what I did, because if they did they would be singing a different 
song than they are singing right now. I thank all of you for every- 
thing you have done. 

The Cuarrman. We appreciate that very much. 

Our next witness is Mr. John F. Creed. Will you identify yourself 


for the record by giving us your name, address, and the capacity in 
which you appear ? 


STATEMENT OF JOHN F. CREED, ATTORNEY FOR ROBERTS DAIRY 
CO. OF OMAHA, NEBR. 


Mr. Creep. I am John F. Creed of Washington, D.C., an attorney 
with the firm of Baker, McKenzie & Hightower of Chicago, Ill. I 
appear today for Mr. J. Gordon Roberts, chairman of the board and 
majority stockholder of the Roberts Dairy Co., Omaha, Nebr. 

In January 1958 Mr. Roberts appeared before this committee to 
explain a problem confronting the owners of small businesses in our 
country, a problem which H.R. 7600, introduced by Representative 
Baker, of Tennessee, in the last Congress, was designed to meet by 
providing for estate tax anticipation certificates. We are seriously 
concerned with the growing loss of small family businesses by forced 
sales or mergers with large corporations in order to meet estate taxes. 

This appearance today is designed only to present a specific case 
in which H.R. 7924 will be helpful in keeping a small business alive 
to continue as a taxpayer of the U.S. Government. 

The Roberts Dairy Co. was started in Lincoln, Nebr., by Mr. J. 
Gordon Roberts’ father, Mr. J. R. Roberts, a tenant farmer who 
began peddling milk door-to-door out of 10-gallon cans. In 1906 
he introduced delivery of milk in bottles for the first time in Ne- 
braska, and shortly thereafter he introduced pasteurized milk. 

As his customers increased, Mr. J. R. Roberts designed a plant 
for bottling the product. He called together his employees, all 
wagon drivers, and invited them to join in the venture. He incor- 
porated the company and sold stock to his close friends, the drivers, 
many of whom mortgaged their homes to get the money. This was 
in 1911. 

Like many other businesses, the dairy business demands and de- 
vours increasing amounts of capital. The business expanded to 
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Omaha, Nebr., and Sioux City, Iowa, and later to Grand Island, 
Nebr. In each case a very substantial investment in plant and equip- 
ment was necessary. For a small company, outside capital is al- 
most impossible to obtain. As a result, most of the funds had to 
come from the profits of the business itself. 

With an increase in 5 geo and business, more money was 
needed for working capital to carry the inventory. The horse and 
wagon disappeared and were supplanted by the truck, and today a 
fleet of both trucks and tankers. 

A number of years ago, the whole milk industry switched to stain- 
less steel which required enormous investment in replacement 
equipment. 

Lastly, inflation placed a tremendous burden on the business. 
Where the industry once paid farmers $1 or $2 per hundredweight 
for milk, it now pays $5 or $6, and the business must have the extra 
capital with which to carry the extra cost. The same type of in- 
creased costs prevails on all supplies, equipment, and wages. 

As a result of these cumulative requirements for money in the 
business, the stockholders had to wait 30 years for a return on in- 
vestment. It was not until 1942 that the Roberts Dairy Co. went 
on a regular divident basis. Ever since that time the company has 
been able to pay out only approximately 30 percent of its annual net 
profits, because it is necessary to retain the balance of profits for in- 
creased working. Sepia demands. This is accompanied by heavy 
and continuous borrowing. 

When J. Gordon Roberts was old enough, he worked on the farm 
and later in the plant learning the business. When he finished col- 
lege, he devoted full time to the business, and was advertising man- 
ager in 1938 when the economy hit one of its lowest points in Ne- 
braska. In the meantime, his father had taken ill and was under 
doctors’ care. Several directors recommended the business be sold. 

In 1939, J. Gordon Roberts assumed control of the business and its 
habilities. He stated before this committee last year that he was 
assigned the job because no one on the board of directors thought 
the business would survive, and no other qualified person would ac- 
cept responsibility. Except for the stock he owned in the company, 
J. Gordon Roberts was penniless. 

Upon the death of J. R. Roberts in 1944, the Government set a 
high value on each share of Roberts Dairy Co. stock, and the estate 
settled the tax deficiency because it had no funds to take the case 
through the courts. 

Installment payments plus interest on the estate tax deficiency were 
made regularly by J. Gordon Roberts for 5 years after the settlement 
of the case. This small business was saved only by the most painstak- 
Ing sacrifices. 

Small businesses such as the Roberts Dairy Co. should be encour- 
aged to continue as independent, locally owned enterprises and tax- 
payers. This one, for example, has given three public park areas for 
children who would otherwise have had no playgrounds. In 1957, it 
gave approximately $50,000 for local community services and medical 
research, 

If small businesses are sold or merged with large corporations to 
avoid this estate tax problem, the following results occur locally: 

1. The local bank loses deposits ; 
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2. The local equipment and inventory suppliers are replaced by 
giant suppliers who handle distribution nationally ; : 
3. Local insurance men lose this business which is then written oy 
blanket coverage from the home office of the purchaser ; 

4. Local community chests and other charities suffer if contrib. 
tions are scaled down; 


5. Local advertising agencies lose the accounts to national adver. 
tising firms. 

All this background in a specific case to underscore the dangers of 
mergers or sellouts caused by estate tax deficiencies in small business 
situations. 

In J. Gordon Roberts’ testimony before this committee in 1958, at 
pages 1428 and 1429, he listed more than a dozen instances of local 

usinesses selling out to large national concerns. In many cases, he 
pointed out, the family owners had no alternative. 

If J. Gordon Roberts were to have died in 1958, and his estate 
were to have made full use of the marital deduction because his 
wife survived him, the Federal estate tax would have been approxi- 
mately $425,000. However, if his wife were to have predeceased 
him, so that the marital deduction would not have been available to 
him, the Federal estate tax would have amounted to almost $1 million, 

Where could those amounts of money be found? The sale of the 
controlling interest in a corporation by the estate of the pr‘ncipal 
stockholder and chief management officer results in substantial shrink- 
age in expected sales price. This is particularly true when the pur- 
chasers are aware that the estate is forced to sell in order to meet 
tremendous estate tax burdens. 

J. Gordon Roberts and many other small businessmen remain 
convinced the answer to their problem is a sound system of estate 
tax anticipation certificates as proposed in H.R. 7600 of the 85th 
Congress. However, they see in H.R. 7924 a great step in the same 
direction because it will allow a limited deduction from a decedent's 
gross estate for the value of an interest passing to surviving children. 

In the factual situation presented earlier, it should be noted that 
three possibly surviving children of J. Gordon Roberts are involved. 
Under H.R. 7924, it would be possible to obtain for the estate an 
amount of deduction not to exceed 5 percent of the value of the 
adjusted gross estate for each child. 

For a man with a small family business, leaving a widow and three 
children, it would be possible, with the marital deduction and the 
provisions of H.R. 7924, to pass 65 percent of the adjusted gross 
estate on to his family, thereby perhaps saving the business by avoiding 
a crippling estate tax. Upon the death of the widow, however, the 
Federal Government would probably recover the remaining major 
part of its estate tax as it does under present law. 

Regarding any possible revenue loss under H.R. 7924, it should 
be noted that the total of estate and gift tax revenue combined pro- 
duce only the smallest part of our Federal revenue—perhaps little 
more than 1.7 percent in fiscal 1958. 

But more importantly, these taxes are not repetitive nor annual. 
They should be lessened in any way, if by doing so, the Congress 


encourages the production of income subject to annual and recurring 
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The Cuarman. Thank you, Mr. Creed, for bringing this case again 
to our attention. I remember the testimony of Mr. Roberts last year. 
Are there any questions ? 
If not, thank you, sir. 
Mr. Creep. Thank you, sir. 
The CHAIRMAN. Our next witness is Mr. Jack W. Robbins. Will 
u identify yourself for the record by giving us your name, address, 
and the capacity in which you appear ? 


STATEMENT OF JACK W. ROBBINS, FORT WASHINGTON, PA. 


Mr. Rozsrys. I am Jack W. Robbins. I live in Fort Washington, 
Pa., and I am a member of the Pennsylvania and New York bars. 
I am appearing in support of H.R. 7924 on behalf of Mr. Lee Hasen- 
jaeger, a resident of Santa Ana, Calif. I am also secretary of the 

amily Tax Association. 

Inasmuch as one of the prime criteria of this committee in evaluat- 
ing existing and proposed tax laws has been the fairness of the law 
in question, I should like to address my testimony principally to 
this standard. 

Today the death tax has two significant functions and consequences : 
the raising of revenue and the breaking up of inherited wealth. That 
is a consequence whether it is generally recognized or not. Originally, 
the raising of revenue was the sole purpose of the death taxes enacted 
by Congress. In the early history of our country, the first several 

ederal death taxes were temporary expedients designed to meet an 
emergency and were repealed after the emergency had passed. 

As early as 1797, Congress imposed a stamp tax on receipts of lega- 
cles—a type of inheritance tax—and then repealed the tax in 1802. 
During the Civil War an inheritance tax was enacted by Congress 
which was repealed in 1870. In 1898 Congress enacted a graduated 
inheritance tax and repealed it in 1902. The present Federal estate 
tax law, adopted in 1916, was enacted in view of the imminence of the 
entry of the United States into the First World War. Thus, the 
original purpose of the various Federal death taxes was to raise 
revenue. 

The second consequence of the modern-day death tax—that of 
breaking up substantial accumulations of wealth—is, however, ac- 
cepted today by many people without question. And, certainly to- 
day’s graduated Federal estate tax, which progresses up to the 77-per- 
cent bracket, carries out that function quite efficiently. 

Yet almost everyone recognizes that this function cannot be pushed 
too far and that other factors must be taken into consideration. For 
example, the duty and right to provide for one’s spouse has been rec- 
ognized by Congress in the marital deduction, and the right to make 
bequests to eleemosynary institutions has been recognized in the chari- 
table deduction. 

Similarly, many have pointed out the difficulty, and often the im- 
possibility, of continuing a family business following the impact of 
the heavy Federal estate tax. The effect upon the national economy 
of the collapse of these family enterprises cannot be ignored. 

Many have argued that the solution to the problem would be to sub- 
stitute an inheritance tax for the estate tax. Mr. Glasmann said this 
morning that the inheritance-tax principle is a sound one. I was 
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gratified to hear that because it has not been very many years ago 
that the Treasury took a very strong stand against an inheritance-tax 
principle. 

An inheritance tax—such as most of the States have adopted—in- 
posed upon the privilege of receiving property from a decedent, js 
typically graduated according to the size of the share received by the 
particular beneficiary and also according to his relationship to the 
decedent. At the same time, the inheritance tax is better calculated to 
prevent the concentration of inherited wealth than an estate tax, be- 
cause it encourages people to divide their estates among many benef- 
ciaries in order to minimize the tax. 

Speaking practically, however, it would appear that the estate tax, 
as distinguished from the inheritance tax, is too deeply imbedded in 
the structure of our Federal law and regulations to expect a change at 
this date. Moreover, it is argued—with some justification—that an 
estate tax is easier to administer than an inheritance tax since its pay- 
ment is not delayed by controversies over the interpretation of a will, 
the identity of rightful heirs and legatees, or the extent of their 
estates and interests. On the other hand, as Congressman Utt pointed 
out this morning, it is simpler to fill out an inheritance tax form. 

Still, it is not too much to hope that some of the serious problems 
created by the estate tax can be solved and some of the unfairness 
reduced. I submit that the principle embodied in H.R. 7924 goes far 
toward doing this. The estate tax combined with a marital deduction 
and a children’s deduction would make use of the best features of both 
the estate tax and the inheritance tax concepts. It would preserve the 
relative simplicity of the estate tax, while avoiding the problems which 
could arise under an inheritance tax in valuing the separate interests 
of the beneficiaries. 

By giving some relief in the case of bequests to the children of a 
decedent, it would recognize the duty and right of a parent to make 
provision for his children and would to some extent temper the dev- 
astating impact of the Federal death tax upon family businesses. 

Under the present Federal estate tax, a bequest to the decedent’s 
child bears the same proportionate tax as does a bequest to a stranger 
or to a collateral relative. This, I believe, is patently unfair. This 
unfairness would be ameliorated by adding a children’s deduction to 
the estate tax as proposed by H.R. 7924. 

There is another serious unfairness inherent in the present estate 
tax, which is generally overlooked, and which would be tempered by 
the adoption of a children’s deduction. I refer to the impact of the 
present tax upon a family with several children—the large family. 
Permit me to illustrate this briefly. 

Generally speaking, the estate of a parent of an only child goes to 
the child undiminished by anything but debts, taxes, and bequests. 
On the other hand, the parent who dies leaving two or more children 
divides it equally among the children, subject to the same deductions, 
so that at the very outset his children receive far less than does the 
only child. If the estates are of equal size, the same proportionate 
tax is levied upon both of them, but the unfairness arises from the fact 
that this method ignores the amount that each child receives. 

Consider, for example, two estates, each having a taxable value of 
$250,000 before deducting the $60,000 exemption. In one case an only 
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child is the sole heir, the other estate is equally divided between five 
children. The only child receives $202,300, but each of the five chil- 
dren receives only $40,460. This could not be called taxation accord- 
ing to the ability to pay by any stretch of the imagination. 

How much worse the situation can be under the present law than 
that outlined above is illustrated by another example. Assume that 
Mr. Brown dies leaving one child and a taxable estate—before the 
exemption—of $250,000 and Mr. Smith dies at the same time leav- 
ing five children an estate of $500,000. After the estate taxes are paid, 
Mr. Brown’s child receives $202,300, but each of the five Smith child- 
ren receives only $74,700. Although Smith’s estate was twice as large 
as Brown’s estate, each of Smith’s children receives less than 37 per- 
cent of the amount received by Brown’s child. The share of each of 
Smith’s children is diminished by a tax of $25,300 which is over 53 
percent of the amount of the tax of $47,700 taken from the share of 
Brown’s only child. 

This is taxation according to the ability to pay in reverse—and 
is unfair. It definitely discriminates against families with several 
children. 

Even with the 5-percent children’s deduction, each of the. Smith 
children would receive far less than the Brown child—with the 
children’s deduction each of the Smith children would receive $82,- 
700—an increase of $8,000 over the present law—compared to the 
$202,300 which the Brown child would receive. And remember, if 
you will, that Brown’s estate was only one-half as large as Smith’s. 

Nevertheless, the 5-percent children’s deduction would be an amel- 
ioration of the unfairness of the present law and might well make 
the difference between preserving or liquidating a family business. 

Referring back to the second function of the estate tax, that of 
breaking up substantial accumulations of wealth, and assuming for 
the sake of discussion that this is a desirable objective, what method 
is there of achieving this purpose that is more effective than the equal 
division of an estate between a number of children—a division that 
is almost automatic in its operation. Surely, the man who voluntari- 
ly contributes to this result should not see his children penalized 
by the 2 faite and excessive eroding of the estate he accumulated or 
preserved. 

I realize that mathematical justice is impossible of attainment. 
But some measure of approximate justice can and should be attained 
i a adoption of a modest deduction for each child as provided in 

7924, 

The Cuamrman. Mr. Robbins, we thank you, sir, for your very help- 
ful discussion of H.R. 7924. We appreciate your coming to the 
committee. 

Are there any questions? 

Mr. Urr. Mr. Chairman, I want to thank Mr. Robbins for coming 
on behalf of one of my constituents from Santa Ana. 

Mr, Ropsrys. Thank you, sir. 

The Cuamman. Thank you, again. 

The Cuamrman. The next witness is Mr. Robert Rosbe. Will you 
please identify yourself for the record by giving us your name, ad- 
dress, and capacity in which you appear? 
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ANT IN THE CHICAGO OFFICE OF ARTHUR ANDERSEN & (0, 


Mr. Rosse. My name is Robert L. Rosbe. I am a certified public 


accountant and a ouinge in the Chicago office of Arthur Andersen 
& Co. My field o specialization is taxes and I assist individuals jn 
their estate, gift, and income tax planning. I represent my firm. 


I, PROPOSAL 


H.R. 7924 (Mr. Utt) would amend the estate tax law by adding 
section 2057 to the Internal Revenue Code. This section would pro- 
vide for a deduction from the gross estate for any interest in prop- 
erty passing to any one child who survives a decedent. not in excess 
of 5 percent of the value of the adjusted gross estate. 


Il, PRESENT LAW 


The present estate tax law imposes a tax on a so-called taxable 
estate after giving effect to various deductions provided by statute, 
Among these deductions are deductions for charitable deductions and 
the marital deduction. There is no limit to the amount of an estate 
tax to organizations which qualify as public, charitable or religious 
under the code, regardless of how great their need or how worthy 
their cause. The law permits a marital deduction of as much as 50 
percent of the adjust oss estate, but full advantage of it is not 
always taken. Nevertheless no deduction, exemption, credit or re- 
duced rate of tax is provided with respect to property passing to 
children of the decedent. 

If a decedent having a net estate—less $60,000 exemption—of $1 
million brs, riamievy $500,000 to any organization qualifying as chari- 
table or religious under the code and ueaths the residue of his 
estate to his only son, the organization will receive $500,000 but the 
son will receive $354,300. 

The amount of Federal estate tax is the same whether the net tax- 
able estate, less estate tax, passes to the decedent’s children or a mere 
acquaintance of the decedent. The amount of the Federal estate 
tax is the same whether the net taxable estate, less estate tax, passes 
to 1 child or 10 children. If an only child’s parent dies with a tax- 
able estate of $500,000 that child would receive after tax $354,000. 

On the other hand, if a parent having four children and a taxable 
estate of $2 million dies, each child would receive after tax $311,700. 
In each of these situations, $500,000 of taxable estate would have 
passed to each child were it not for estate taxes, but the application 
of this tax as presently provided by law results in the children in 
the second case receiving $42,600 less. 

This discrimination also applies in the case of smaller estates. In 
the case of a decedent with one child and taxable estate of $100,000, 
the child would receive $79,300. In the case of a decedent with four 
children and taxable estate of $400,000, each child would receive after 


tax $71,575. State taxes and credits therefor have been disregarded 
for these estimates. 


STATEMENT OF ROBERT L. ROSBE, CERTIFIED PUBLIC Account. 
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Ill, FAMILY COMMUNITY OF INTERESTS 


For generations the laws of descent of this country as well as those 
of foreign countries have recognized the family as a community. If 
a decedent dies testate, he generally leaves his property to his wife and 
children, recognizing to some degree the inchoate rights they have 
to his property. Where a decedent dies intestate his property, real 
and personal, passes to his children after the wife’s dower interest is 
satisfied. Community property laws have been adopted by many of 
our States; in general, they recognize that a man and his wife are 
jointly entitled to a man’s earnings and that property accumulated 
therefrom is community property. 

Whether or not community property law is recognized in a State, a 
family is a partnership. Directly or indirectly, a wife and children 
contribute to whatever success a man attains. In many cases, they con- 
tribute direct services as in farming, many small businesses and some 
large businesses. As in any partnership, the division of duties and re- 
sponsibilities vary but the wife and children are nevertheless partners 
in the enterprise whatever it may be. The Federal estate tax law in 
effect recognizes this participation of the spouse and the property 
rights acquired by the spouse by granting a deduction of as much as 
50 percent of the adjusted gross estate of the decedent. The estate tax 
law does not recognize the participation, direct and indirect, of the 
decedent’s children. 


IV. OTHER REASONS FOR CHILDREN’S DEDUCTIONS 


The nature of our economy and the way we educate the youth of 
our country encourage the entrepreneur spirit. An ambitious man 
seeks to build a business or mt obra and to accumulate an estate. 
Regardless of the degree of success attained, he wishes to enjoy his 
estate during his lifetime and then pass it on to his children. Usually 
a person wishes to retain his wealth until his death, merely giving his 
children a helping hand from time to time if it is necessary. Only for 
tax avoidance or unusual reasons would one relinquish his capital ac- 
cumulation during his lifetime. 

In order to transfer pene to children at a minimum of estate 
tax, people have resorted to alternatives. One is to transfer property 
by direct gift. This usually has the effect of spreading income to 
other members of the family, taking income out of the high brackets 
of the donor and putting it in the lower brackets of the donees. 
Another is to set up trusts, either inter vivos or testamentary, which 
continue for two or three generations, avoiding two or three successive 
estate taxes and frequently reducing income taxes otherwise payable. 
I have heard of instances where property was transferred to children 
who pay the income tax on the income generated from such property ; 
however, the parent appropriates the income and controls the prin- 
cipal as his own, the children realizing they have the choice of either 
permitting this to continue or to keep the income, thus alienating the 
affection of the parent. 

Furthermore, the estate tax provisions which allow nothing in favor 
of a legatee who is a child of a decedent encourage the owner of the 
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stock of a close corporation to merge into another corporation, th 
stock of which is either listed on an exchange or has an over-the. 
counter market. Although he would prefer to pass the stock of his 
closely held corporation to his children, he must prepare for an estat, 
tax liability. If he waits until his death, his personal representatives 
may have to market the stock at an unfavorable time. T erefore, the 
decedent seeks to have his business absorbed by a larger busines, 
This tendency is contrary to the generally accepted belief that we 
need and should encourage small businesses. 


V. CHILDREN’S DEDUCTIONS WOULD MAKE FEDERAL ESTATE TAX MORE JUST 


The incidence of taxation of inherited wealth ultimately falls upon 
the beneficiary. The decedent who accumulated property is dead and 
is not affected by death tax. It is the heir who really pays the tar, 
whether it is an estate or inheritance tax. Therefore, cognizance 
should be taken of the fairness of method of taxing the heirs. A tax 
on gross estates obviously gives no consideration to the ability of heirs 
to pay. Allowances of special deductions or reduced rates of tax 
with respect to public, charitable or religious bequests, or marital 
bequests tend to recognize ability to pay and equitable rights. For 
the same reasons, an estate tax deduction for property passing to a 
decedent’s children is justifiable. 


After eliminating farfetched and incidental arguments, our final conclusion 
must be that the estate duty is the better revenue producer, while the inherit- 
ance tax is more abstractly just in the light of the currently accepted doctrine 
that taxes should be levied in accordance with the abilities of the taxpayers 
(Warren and Surrey, ‘Federal Estate and Gift Taxation Cases and Materials, 


1956,” p. 74). 

The Federal estate tax law has been tempered by the marital de- 
duction provision and could be made more just by a deduction for 
property passing to children. 


VI. PRECEDENTS IN FEDERAL AND OTHER LAWS 


In 1862, the first Federal death tax, an inheritance tax, was enacted 
the rates of which were graduated according to the relationship be- 
tween beneficiary and decedent and were proportioned to the amount 
of the share received by a beneficiary. The Supreme Court sustained 
the act’s constitutionality (Sholey v. Rew, 90 U.S. 331) but it was re- 
pealed in 1870 when there was no longer ‘need for wartime revenues. 

In 1898, Congress again enacted a death tax, this time a mixture 
of an estate tax and an inheritance tax. The tax rate apparently was 
progressive with respect to the size of the estate and was also gradu- 
ated according to the relationship of the beneficiaries and heirs to the 
decedent. In 1900, the Supreme Court upheld the constitutionality 
of the statute (A’nowlton v. Moore, 178 U.S. 41), but construed it as ap- 

lying rates based only on the shares of the individual beneficiaries and 
Rates and not on a size of the total estate. After the Spanish-American 
War, the need for revenue lessened and this tax was abolished in 
1902. 

The inheritance and estate tax laws of many States permit exemp- 
tions or lower rates with respect to property passing to children. 
Certain foreign countries have incorporated in their estate tax laws 
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rovision recognizing relationship of beneficiaries and progression 
in rates based on shares received (New Zealand and Canada). 


VII. PROPOSAL 


It is proposed that H.R. 7924 be enacted allowing a deduction of up 
to 5 percent of the value of the adjusted gross estate for any interest in 

roperty passing to any one child who survives a decedent. 

While revenue would be reduced temporarily, it is believed that the 
amount is not material in relation to the aggregate revenue. The cur- 
tailed use of long-term trusts and other devices to avoid estate taxes 
would tend to offset the reduction in revenue. The offsets would occur 
in increased current income taxes as well as the subsequent collec- 
tion of deferred estate taxes. 

The Cuarrman. Mr. Rosbe, we thank you, sir, for your discussion 
of the bill, H.R. 7924. We appreciate your coming to the committee. 
Thank you, sir. 

Our next witness is Mr. Calvin Rankin. Will you identify yourself 
by giving us your name, address, and capacity in which you appear ¢ 


STATEMENT OF CALVIN H. RANKIN, DRINKER, BIDDLE & REATH, 
PHILADELPHIA, PA. 


Mr. Ranxry. Mr. Chairman and members of the House Ways and 
Means Committee, my name is Calvin H. Rankin. I am a member of 
the Philadelphia bar and a partner in the law firm of Drinker, Biddle 
& Reath, with offices at the Philadelphia National Bank Building, 
Broad and Chestnut Streets, Philadelphia, Pa. I appear on behalf 
of Lester and Carl Asplundh, two brothers, who are the principal 
stockholders of the Asplundh Tree Expert Co., and other affiliated 
corporations, with their principal offices at Jenkintown, Pa, I alsa 
appear as counsel for the Family Tax Association. 

ILR. 7924, introduced by Mr. Utt and identically the same as H.R. 
3697 previously introduced by Mr. Simpson and providing a so-called 
children’s deduction, would, explained in its simplest terms, provide 
an He tr from Federal estate taxation for property passing to 
the decedent’s children, limited, however, to 5 percent of the decedent’s 
adjusted gross estate for each child., It is integrated in every respect 
with the marital deduction or exemption, which, of course, can be as 
much as 50 percent of the adjusted gross estate. 

_Allof the highly technical provisions found necessary to define and 
limit the marital deduction have their counterpart in H.R. 7924 re- 
lating to the children’s deduction and, therefore, the restrictions, 
with which Congress felt it necessary to surround the marital deduc- 
tion, will apply equally to the children’s deduction. 

These provisions, as in the case of the marital deduction, make it 
clear that the children’s deduction is dependent upon the property re- 
ceived by the child from the parent being ultimately included in the 
gross taxable estate of the child, providing, of course, it has not been 
Spent or given away during the child’s lifetime. 

The taxpayers of the United States are well acquainted with prefer- 
ential treatment accorded to the family, including children, because of 
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the almost universal pattern of the various State’s inheritance tay 
systems, giving preferential treatment to the family. 

There is only one State which imposes no tax whatsoever upon death, 
namely, Nevada. Four other States impose a tax only equal to the 
80 percent credit provided in the Federal estate law for taxes paid tp 
a State (Alabama, Arkansas, Florida, and Georgia). All the other 
States impose death taxes and with the exception of Arizona all of then 
make a special allowance for amounts passing at death to childrea, 
as contrasted with those who are more distantly related to the decedent 
or not related at all, either— 

(1) By completely exempting such gifts from tax, or 

(2) By providing that a lower tax rate be imposed on such gifts, or 

(3) By exempting a certain dollar amount of bequest to each child, 

One State gives the widow a $5,000 exemption from tax for each 
minor child to whom no property in fact passes. It is significant to 
note that where such preferential treatment is given to children, the 
same, or even more favorable preferences are given to a spouse, 
Therefore, the enactment of the children’s exemption in connection 
with the Federal estate tax would merely conform the Federal estate 
tax to the inheritance tax pattern of practically all of the States in 
giving preferential tax treatment to the family, the wife through the 
marital deduction and the children through the children’s deduction. 

With the States themselves presenting an almost united front in 
giving preferential tax treatment of inheritances by children, it is 
surprising that at this late date this country is apparently for the first 
time considering Federal recognition of a similar preferment for 
amounts passing to children at death. But the actual fact is that since 
the founding of this Nation every estate or inheritance tax law enacted 
by Congress, and there have been several, has recognized a preferred 
tax treatment for amounts passing to children, except the present Fed- 
eral estate tax law. 

The earliest imposition of any tax by Congress on death was con- 
tained in the act of July 6, 1797 (1 Stat. 527) where a stamp tax was 
a on the receipts given for legacies or shares in intestate estates 
and this act specifically provided a complete exemption as to receipts 
se ote Fs passing to a wife, children, or grandchildren of the de- 
ce 


. Thisact was repealed in 1802. 
No death duty was imposed again until the act of July 1, 1862, was 
passed (12 Stat. 432, 485 (1862)). This act im an inheritance 


tax upon the right of the beneficiary to receive and this tax was gradu- 
ated in accordance with relationship, for instance, ancestors, descend- 
ants, and brothers and sisters were taxed at the rate of 75 cents per $100 


of value. A beneficiary who was a descendant of a brother or sister 


paid at the rate of $1.50 for each $100 of value. 

Uncles and aunts of the deceased or descendants of uncles and aunts 
of the deceased paid at the rate of $3 and $100, and so forth. The 
remotest degree of relationship or none at all caused the tax to be at 
the rate ef $5 for each $100 of value. This act also entirely exempted 
ago received by the spouse of the decedent. This act was repealed 
in 1870. 

The next time that death duties were imposed was by the act of 
June 13, 1898 (30 Stat. 448), and was very similar to the act of 1862, 
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with the lowest rate imposed on descendants, ancestors, brothers, and 
sisters of the decedent, with a complete exemption for a spouse. 

The principal difference between this statute and that of 1862 was 
that the basic rates increased depending upon the size of the overall 
estate, that is, they went up by 11% if the value was between $25,000 
and $100,000 and gradually were increased to three times the basic 
rate if the total estate increased to $1 million. This act was repealed 
in 1902. 

The loss of customs revenue occasioned by the onset of World War I 
in Europe again caused Congress to turn to death duties in the act of 
September 8, 1916 (39 Stat. 777 (1916) ), which imposed a tax substan- 
tially in the same form as that imposed today under the Revenue Code 
of 1954. This time the levy took the form of a true estate tax directly 
imposed upon and the rate determined only by the amount of the 
decedent’s estate. The reason for turning to an estate tax at this time 
was stated in the committee reports (H. Rept. No. 922, 64th Cong., 
Ist sess.) to be the fact that at that time 30 States had laws imposing 
inheritance taxes on the right of direct and collateral heirs to receive 
property at death and 12 States had laws imposing inheritance taxes 
only upon collateral heirs. 

It was thought that an estate tax imposed upon the net estate of 
the decedent, rather than upon the heirs and distributees, would form 
a “well-balanced system” of death duties as between the Federal Gov- 
ernment and the various States. It was also pointed out that there 
was greater ease of administration with regard to an estate tax as 
compared to a tax upon the heirs. Thus for the first time in the his- 
tory of Federal death duties was preferential treatment of the family 
ost. 

My clients, Lester and Carl Asplundh, are today the major stock- 
holders of the Asplundh Tree Expert Co. and various related sub- 
sidiaries. They and a brother now deceased, and whose equal stock 
in the company was redeemed by the company at his death, 30 years 
ago started a business of pruning and taking care of trees for individ- 
uals around the neighborhood. 

This business has grown tremendously but has gradually completely 
changed into one that solely serves public utility companies in almost 
every State in the United States, keeping their lines for the trans- 
mission of electricity or communications free of overhanging limbs, 
brush, and so forth. 

In addition, as a natural outgrowth of this business they have 
formed other corporations which have also enjoyed a tremendous 
growth, one to build transmission lines for the public utility com- 
panies, one to control the growth of brush in the right-of-way of a 
transmission line, one to manufacture the special bodies used on their 
automotive equipment, one to manufacture a machine to chop up into 
small fragments to be used as a mulch or for easy disposal of the 
brush, branches, and other debris arising from cleaning-up operations 
and finally a company to chemically treat poles used by the public 
utility transmission companies. 

The expansion of these closely held companies has been accom- 
plished almost entirely from retained earnings and these two brothers 
are therefore concerned about the estate tax problem facing many 
similar owners of relatively small but closely held companies. 
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Congress has in many ways heretofore shown its sympathetic under. 
standing of these problems and has alleviated them somewhat by pro. 
visions such as section 303 relating to the redemption by a corporation 
of its stock to pay death taxes, and section 6166, enacted only last year, 
relating to the 10-year extension of time for payment of estate taxes 
where a substantial amount of the estate is represented by the stock 
in a closely held business. 

These afford some protection to stockholders of a closely held busi- 
ness who are trying their utmost to continue their business and at the 
same time to take care of their wives and children against the power. 
ful urge to put their estate into a more liquid condition by accepting 
one of the many offers that are continually being made for the tax 
free acquisition of such business by corporations whose shares are 
listed on a stock exchange or are openly traded in large quantities 
over the counter. 

Sections 303 and 6166, helpful as they may be, are not always the 
solution to the problem. Section 303 requires a corporation to have 
funds sufficient to buy enough stock to meet the estate tax within 
the 3-year period of the statute of limitations. In many cases this 
is impossible and in such a situation the provisions of section 6166 will 
be of no help whatsoever since to pay the estate taxes in the longer 
period of 10 years would involve a series of redemption of stock which 
under section 302 would run the very serious risk of being treated 
as redemptions essentially equivalent to the distribution of a taxable 
dividend. 

The enactment of the children’s deduction, however, especially in 
the case of my clients, each of whom has four children, will be of great 
further help in solving estate tax problems presented to them and 
make it possible for them to pass on to their wives and children a 
considerably greater portion of the stock of these closely held com- 
panies without the necessity of selling it. 

As you are all well aware, the necessity for selling stock of a closely 
held corporation at the time of a decedent’s death may result in 
obtaining a fraction of its true value. Very often the corporation 
itself cannot buy the stock from the estate because of a lack of liquid 
capital, especially where the company has been expanding its busi- 
ness out of earnings. Insurance on the decedent’s life to provide 
funds to purchase some or all of his stock is of course, a means of 
solving the problem, but it ties up a large part of the corporation’s 
funds and as the policy grows older raises the possible question of an 
improper accumulation of surplus and, finally, many cases are found 
in which by the time success is attained the stockholders are uninsur- 
able. In such a case to find a buyer for a minority interest upon death 
is almost impossible and any prospective purchaser of all or a ma- 
jority interest in the stock, knowing the urgency of the situation, will 
not offer its full market value. 

Anything, therefore, which reduces the estate tax problem and the 
necessity of selling the stock of a closely held corporation to meet 
estate taxes will greatly help to alleviate the problem of all proprietors 
of closely held corporations. 

In conclusion, without regard to the personal benefit which my 
clients with four children will receive from the enactment of this bill, 
and the accompanying easing of their problem of taking from their 
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closely held corporations money with which to pay the estate tax 
which may be due, I submit this bill should be enacted to remedy 
the inequity of exempting amounts passing to a wife to the extent of 
50 percent of the adjusted gross estate, as well as all amounts going 
to charity, and neglecting to provide any tax recognition whatsoever 
for the preferential treatment which should be given the natural ob- 
ject of the decedent’s bounty, namely, his children. 

The CuamrmMan. Mr. Rankin, we thank you, sir, for a very fine state- 
ment in support of H.R. 7924. 

Are there any questions of Mr. Rankin? If not, sir, we thank 
you very much for coming to the committee. 

The Cuamman. Our next and final witness is Mr. Hugh Satterlee. 
We recall you from previous appearances before the committee but 
for the benefit of this record will you identify yourself again ? 


STATEMENT OF HUGH SATTERLEE, MEMBER OF THE LAW FIRM 
OF SATTERLEE, BROWNE, CHERBONNIER & DICKERSON, NEW 
YORK CITY 


Mr. Sarrerter. Mr. Chairman and gentlemen, my name is High 
Satterlee. I am a member of the law firm of Satterlee, Browne, 
Cherbonnier & Dickerson, whose address is 30 Broad Street, New 
York City, and have specialized in Federal tax law for more than 
40 years. I am representing Mr. and Mrs. Charles J. Oppenheim, 
Jr.,of New York City, who have two children. 

1. The Federal estate tax is inequitable in its effect on children. 
It is a tax on the estate as an entity, regardless of its dispositior. or 
division, except for leniency to charitable bequests and recently for 
relief as to the portion passing to the decedent’s spouse. Otherwise 
no attention is paid to the relationship of a legatee or distributee to 
the decedent, while in the case of most States (if not all) it is recog- 
nized that individuals closely related to the decedent should receive 
preferred treatment as primarily entitled to a share in his estate 
without confiscatory taxation. Certainly children, at least after a 
spouse, should receive favored consideration. It is urged, therefcre, 
that a child’s share should be free from estate tax up to 5 percent of 
the adjusted gross estate, as specified in the ball under discussion. 

2. The taxation of the estate as a unit also is unfair to families 
with several children as against a family with one child. Although 
in the case of two such families with comparable estates the one child 
would receive more than each of the multiple children, if there were 
an equal division, the discrepancy is reduced if for each child the 
estate is relieved of tax on his share not exceeding 5 percent of the 
adjusted gross estate. If the adjusted gross estate is $1,060,000, the 
5-percent deduction for one child would be $53,000, and the estate tax 
would be reduced from about $325,700 to $306,090, a saving of $19,610. 
With two children the estate tax would be reduced to about $286,480, 
a saving of $39,220, half for each child. 

3. Of course, some initial loss of revenue will result. But the 
saved sum invested and reinvested by the children for a number of 
years could yield income and gain sufficient to attract income tax 
equal to the original saving of estate tax, as well as enlarging the 
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total capital of the country available for investment in business anj 
otherwise to the advantage of the national economy. 

4. An important influence of the deduction sought to be allowed 
would be to cool a parent’s ardor to make inter vivos gifts at lower 
tax rates than the estate tax or to create trusts continuing to the 
third generation for the purpose of avoiding estate taxes on th 
second generation. Provision during life for the payment of estate 
taxes would be less burdensome. In all probability the easing of 
the tax burden on estates would have a similar effect to the increas 


in revenue from the income tax which followed the reduction in the 
“— rates some years ago. 


inally, the bill ameliorates a situation, with comparatively little 
cost to the revenue, which has long been illogical, unsound, and unfair, 


I made this statement very brief because of the full treatment ae- 
corded it by Mr. Pendleton and others. 


The Cuarrman. Mr. Satterlee, we recall your appearance last year 
in which you discussed this matter overall. We again appreciate your 
coming before the committee for specifically discussing the provisions 
of H.R. 7924. You are always helpful to the committee. 

Mr. Sarrertee. Thank you, sir. 


The Cuarmrman. That concludes the calendar for the hearings on 
H.R. 7924. Without objection, the committee will adjourn until 2 


o'clock this afternoon when it will be in executive session on another 
matter in this room. 


(The following memorandum and letter were filed with the com- 
mittee :) 

To: Members of the Committee on Ways and Means. 

From. Leland W. Scott, a partner of the law firm of Dorsey, Owen, Scott, Bar- 
ber & Marquart, Minneapolis, Minn. 

Re H.R. 7924, a bill to amend the Internal Revenue Code of 1954 to allow a 
deduction from the adjusted gross estate of a decedent of an amount not in 
excess of 5 percent of the value of such adjusted gross estate for property 
passing to each child of the decedent surviving him. 

1. It is understood that H.R. 7924 (Mr. Utt) if enacted into law will amend 
part IV of subchapter A of chapter XI, Internal Revenue Code of 1954, the Fed- 
eral estate tax law, by adding a new section 2057 which will provide for a de 
duction from the value of the gross estate in an amount not in excess of 5 per- 
cent of the value of the decedent’s gross estate, which deduction will apply in 
the case of each child of the decedent who survives the decedent if such child 
acquires an interest in property from the decedent. 

2. The Federal estate tax law presently recognizes the needs of a surviving 
spouse in that there has been granted a marital deduction from the value of the 
gross estate and thus the surviving spouse is entitled to receive one-half of the 
decedent’s estate tax free. But the Federal estate tax law takes no account of 
the needs of a decedent’s surviving child or children. Since children are the 
natural objects of a parent’s bounty and their protection and well-being is a 
matter of concern to any right-thinking parent, it is submitted that they should 
not be discriminated against and that the principle involved in the marital de 
duction should, to a reasonably substantial degree, be applied in their case. 

3. We believe that the enactment into law of H.R. 7924 will do much to per- 
petuate and encourage many small incorporated businesses, save them from 
crippling loss, encourage their growth, and permit them to overcome the ofttimes 
disastrous effect of the death of their founders. There are many successful 
small businesses, businesses which constantly employ every cent of working 
eapital they possess, businesses which are required to borrow capital, and busi- 
nesses which should or may not deplete such working capital. Businesses of 
this type are frequently called upon to provide money to pay the Federal estate 
tax liability of the founder’s estate, because the founder has built up a reason- 

ably substantial estate almost entirely, however, represented by stock in the 
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pusiness. On his death the founder leaves a widow and one or more children. 
The latter may be infants or they may be adults. If adults, it is often the case 
that the adult male children are associated with the business. In such a case 
the father’s estate requires a substantial amount of money with which to satisfy 
its Federal estate tax liability. Obviously this can only be done through a re- 
demption of stock or a sale of stock. Often the shares of stock of such an in- 
corporated business have no market. In fact the only market is the corporation. 
But the corporation is often in no position to redeem its stock held in the de- 
cedent’s estate. Thus, while well intentioned, section 303 of the Internal Revenue 
Code of 1954, which grants capital gain treatment where stock in a corporation 
is redeemed for a sum which will enable an estate to pay death duties and 
administration expenses, is of no help whatever. We have met many cases 
of this nature. We submit that H.R. 7924 if enacted into law with its benefit 
to the surviving children of a deceased parent will constitute an effective support 
and encouragement to the small business of this country. 

4. Since it is our desire to avoid repetition, may we conclude with a statement 
that we fully endorse the testimony before this committee of Mr. Philip C. 
Pendleton. 


GREENFIELD, IND., July 3, 1959. 
In re H.R. 7924. 
Mr. Leo H. IRwIn, 
Chief Counsel, Committee on Ways and Means, 
New House Office Building, Washington, D.C. 


Dear Sir: I favor passage of the above-entitled bill. A deduction for the chil- 
dren of a decedent seems to me to be equally as important as the widow’s marital 
deduction, and such a deduction would be consistent with the laws of descent in 
this State and I presume in most States. 

A more general comment perhaps on the entire U.S. estate tax is that in my 
opinion it should not, but is tending to become, as onerous as the income tax, 
especially in its administration. Estate tax officials are now demanding that 
household goods be itemized on every return whether or not there is any tax due 
and payable in the estate, and even though the decedent is survived by only his 
widow. They demand certified copies of proof of death, wills, letters testa- 
mentary, and administration at considerable expense and time in what might be 
considered under present-day standards a small or moderate-size estate. For 
this reason the exemption should be raised to $100,000 from its present $60,000. 

Further U.S. estate tax is hindering the free transfer of real property. It is 
impossible to obtain a release from any estate tax official of real estate involved 
so that the same can be placed of record and be shown in the abstract of title to 
said real estate. That is, this cannot be done within a reasonable time and with- 
out having to go into Federal court or through channels to Washington, D.C. 

I believe this bill to be a step in the right direction to offer some relief to the 
average person from the increasing burden of Federal taxes. 

Very truly yours, 
MELVILLE E. Watson, 
Attorney at Law. 


_ (Whereupon, at 12:25 p.m., Friday, July 10, 1959, the committee ad- 
journed to reconvene at 2 p.m., the same day in executive session. ) 


x 


and 
ved 
Wer 
the 

the 
Ate 
of 
ase 
the 
tle 
Ir, 
ar 

ur 
ns 
9 
n 

a 
in 
y 
d 
4 
n 
4 
f 
l 


